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PART |
I TEM 1 — FI NANCI AL STATEMENTS
THE MONTANA POWER COVPANY AND SUBSI DI ARI ES
CONSOLI DATED STATEMENT OF | NCOVE
(Unaudi t ed)

Si x Mont hs Ended

June 30, June 30,
2000 1999

(Thousands of Dol | ars)
(except per-share anmpunts)

REVENUES. . . . .t e e e $ 698,931 $ 631,268
EXPENSES:
Operati ONS. ..o 382, 439 308, 409
Mai Nt enancCe. . . ... ... e 37,111 39, 947
Selling, general, and adnministrative.................. 70, 657 64, 173
Taxes other than inconme taxes......................... 46, 576 51, 106
Depreci ation, depletion, and anortization............. 50, 313 55, 355
587, 096 518, 990
INCOVE FROM OPERATI ONS. . .. ..o e e 111, 835 112,278
| NTEREST EXPENSE AND OTHER | NCOVE
[Nt erest . ... 20, 358 26, 500
Di stributions on mandatorily redeenmabl e preferred
securities of subsidiary trusts..................... 2,746 2,746
O her income — net. ... ... .. .. (14, 496) (6,495)
8, 608 22,751
INCOVE TAXES. . .ttt e e e 35,531 30, 454
NET I NCOME. . . .ottt e e e e e e e 67, 696 59,073
DI VIDENDS ON PREFERRED STOCK. . .. ...ttt 1, 845 1, 845
NET | NCOVE AVAI LABLE FOR COVMMON STOCK. .. .....ovviinnnn .. $ 65, 851 $ 57,228
AVERAGE NUMBER OF COVWON SHARES
QUTSTANDI NG — BASIC (000) .. ..ottt 105, 575 110, 165
BASI C EARNI NGS PER SHARE OF COMMON STOCK. ............... $ 0. 62 $ 0.52
AVERAGE NUMBER OF COWWON SHARES
OUTSTANDI NG — DI LUTED (000) .. .. ..o vt 106, 899 110, 940
DI LUTED EARNI NGS PER SHARE OF COVMON STOCK.............. $ 0. 62 $ 0.52

The acconpanying notes are an integral part of these financial statenents.



THE MONTANA POWER COVPANY AND SUBSI DI ARI ES
CONSQOLI DATED STATEMENT OF | NCOVE
(Unaudi t ed)

Quarter Ended

June 30, June 30,
2000 1999

(Thousands of Dol | ars)
(except per-share ampunts)

REVENUES. . . . it e e e e $ 334,067 $ 309, 500
EXPENSES:
Operati ONS. ..ot 175, 746 154, 849
Mai Nt enance. . . ... ... 19, 835 20, 317
Selling, general, and adnministrative.................. 33,729 31, 030
Taxes other than inconme taxes............ ... ... 20, 245 25, 338
Depreci ation, depletion, and anortization............. 25, 208 27,601
274,763 259, 135
INCOVE FROM OPERATI ONS. . .. ..ot e e e 59, 304 50, 365
| NTEREST EXPENSE AND OTHER | NCOVE
[Nt erest . ... 8, 968 12,871
Distributions on mandatorily redeenabl e preferred
securities of subsidiary trusts..................... 1,373 1,373
O her income — net. ... ... .. . (6,153) (2,626)
4,188 11, 618
INCOVE TAXES. . .ottt e e e 18, 699 13, 498
NET I NCOME. . . .ottt e e e e e e e 36, 417 25, 249
DI VIDENDS ON PREFERRED STOCK. . .. ...ttt 922 922
NET | NCOVE AVAI LABLE FOR COVMMON STOCK. . ... ..o viee e .. $ 35, 495 $ 24, 327
AVERAGE NUMBER OF COVWON SHARES
QUTSTANDI NG — BASIC (000) . ... oot 105, 598 110, 184
BASI C EARNI NGS PER SHARE OF COMMON STOCK. ............... $ 0.34 $ 0.22
AVERAGE NUMBER OF COWVWON SHARES
OUTSTANDI NG — DI LUTED (000) .. .. ..o vt 106, 664 111, 098
DI LUTED EARNI NGS PER SHARE OF COVMON STOCK.............. $ 0. 33 $ 0.22

The acconpanying notes are an integral part of these financial statenents.



THE MONTANA POWER COVPANY AND SUBSI DI ARI ES
CONSOLI DATED BALANCE SHEET
(Unaudi t ed)

ASSETS

June 30, Decenber 31,
2000 1999

(Thousands of Dol | ars)

PLANT AND PROPERTY | N SERVI CE
UTI LI TY PLANT (includes $21, 863 and $3, 782
pl ant under construction)

Bl eCtric. .o $1,062, 453 $ 1, 050, 344
Natural Gas.......... .. 419, 069 416, 383
1, 481, 522 1, 466, 727
Less — accunul at ed depreci ation, depletion
and amortization........ ... . ... 487, 497 464, 653
994, 025 1, 002, 074
NONUTI LI TY PROPERTY (i ncl udes $139, 406 and $134, 817
property under construction)........................ 1, 205, 187 1, 051, 750
Less — accunul at ed depreciation, depletion
and anmortization........ ... ... .. i 399, 069 349, 088
806, 118 702, 662
1, 800, 143 1,704, 736
I NTANG BLES (net of accumul ated anorti zation
of $926 and $317) . ... .. .. 154, 506 922
M SCELLANEQUS | NVESTMENTS
Tel econmuni cations investments........................ 42,720 39, 678
Reclamation fund....... ... .. .. .. . . i 44, 636 43, 459
L T 56,513 76, 382
143, 869 159, 519
CURRENT ASSETS:
Cash and cash equivalents............................. 13, 276 554, 407
Tenporary investmentS. .. ...... .. ... - 40, 417
Account s receivable, net of allowance
for doubtful accounts........... ... . ... ... .. ... . . ... 153, 621 182, 248
Notes receivable...... ... . . .. . . . . . . 22,114 -
Materials and supplies (principally at average cost).. 36, 448 37,928
Prepaynments and other assets.......................... 80, 186 53, 733
Deferred inconme taxes. . ...... ... ... 20, 688 18, 303
326, 333 887, 036
DEFERRED CHARGES
Advanced coal royalties....... ... .. . .. .. . ... 12,526 12, 506
Regul atory assets related to incone taxes............. 60, 539 60, 538
Regul atory assets — other......... ... ... .. ... ... .. .... 149, 961 150, 486
O her deferred charges......... .. ... ... 36, 879 73,000
259, 905 296, 530

$ 2,684, 756 $ 3,048, 743

The acconpanying notes are an integral part of these financial statenents.



THE MONTANA POWER COVPANY AND SUBSI DI ARI ES
CONSOLI DATED BALANCE SHEET
(Unaudi t ed)

LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY

June 30, Decenber 31,
2000 1999

(Thousands of Dol | ars)

CAPI TALI ZATI ON
Conmon shar ehol ders' equity:
Conmon st ock (240,000, 000 shares without par
par val ue authorized; 110,297,787 and

110,218,973 shares issued) ........................ $ 703,915 $ 702,773
Treasury stock (4,682,100 shares authori zed,

i ssued, and repurchased by the Conpany)........... (144, 872) (144, 872)
Unal | ocat ed stock held by trustee for Retirenent

Savings Plan............ . . . . . e (18, 850) (20, 401)

Ret ai ned earnings and ot her sharehol ders’ equity.... 520, 386 488, 975

Accumul at ed ot her conprehensive loss................ (19, 448) (17, 659)

1,041, 131 1, 008, 816

Preferred stock....... ... . . . 57, 654 57,654

Conpany obligated mandatorily redeemabl e preferred
securities of subsidiary trust, which holds

sol ey Conpany juni or subordinated debentures........ 65, 000 65, 000
Long-termdebt . ... ... . .. 366, 294 618, 512
1, 530, 079 1,749, 982

CURRENT LI ABI LI TI ES
Long-term debt — portion due within one year.......... 39, 429 58, 955
Short-termborroWM Ng. . ...t e 65, 000 -
Dividends payable... ... ... ... . . . . 23, 203 22,746
I NCOMB L aXBS. . . e e e e 32,718 152, 739
O her taXeS. ..ttt 44,936 54, 630
Accounts payable......... ... . . . .. .. 91, 251 115, 654
Interest accrued. . ........ ... e 10, 476 11, 597
O her current liabilities......... ... .. . .. . .. . . . ... 103, 845 92, 277
410, 858 508, 598

DEFERRED CREDI TS:

Deferred i NCOMB taXES. . ..ottt e e e e e 14, 743 8, 847
Investnment tax credits............ ... 13,171 13, 330
Accrued mining reclamation costs...................... 136, 901 135, 075
Deferred revenue. . . ...... ... e e 256, 718 311, 751
Net proceeds fromthe generation sale................. 215, 503 219, 726
G her deferred credits...... ... ... 106, 783 101, 434
743, 819 790, 163

CONTI NGENCI ES AND COVW TMENTS (Notes 2 and 5)
$ 2,684, 756 $ 3,048, 743

The acconpanying notes are an integral part of these financial statenments.



THE MONTANA POAER COVPANY AND SUBSI DI ARl ES
CONSOLI DATED STATEMENT OF CASH FLOWS

(Unaudi t ed)

For Si x Mont hs Ended
June 30, June 30,
2000 1999

NET CASH FLOAS FROM OPERATI NG ACTI VI Tl ES
Net I NCOMB. . ... e
Adj ustnents to reconcile net income to net cash
provi ded by operating activities:
Depreci ation, depletion, and anortization..........
Deferred inCome taxes. .........uuiiiininnnnnenn.
Noncash earni ngs from unconsolidated investnents...
Gai ns on sales of property and investnments.........
O her noncash charges to net incone — net..........
Changes in assets and liabilities:
Accounts and notes receivable....................
INCOME taXeS. ... . e
Accounts payable...... ... ... . ...
Generation asset sale - net proceeds.............
Deferred revenue and other.......................
Tenporary investments. ........ ...y
O her assets and liabilities —net...............

(Thousands of Dol | ars)

Net cash provided by (used for) operating activities.

NET CASH FLOAS FROM | NVESTI NG ACTI VI Tl ES
Capital expenditures - other........... .. ... ... .. ......
Quest acqui Sition. ... ... ... ...
Proceeds from sales of property and investnents........
Additional investments........... ... ... . ... ...

Net cash used for investing activities...............

NET CASH FLOAS FROM FI NANCI NG ACTI VI TI ES
Dividends paid.......... ... .. i,
Sal es of common stock.......... .. ... ...
I ssuance of long-termdebt.............................
Retirement of long-termdebt...........................
Net change in short-termborrowing.....................

Net cash used for financing activities...............

CHANGE I N CASH FLOWS. . .. . . e e
CASH AND CASH EQUI VALENTS, BEG NNING OF PERIOB. ..........

CASH AND CASH EQUI VALENTS, END OF PERICD. ................

SUPPLEMENTAL DI SCLOSURES OF CASH FLOW | NFORMATI ON
Cash Paid During Six Mnths For:
Income taxes, net refunds........... ... .. . ... . . ... ...
Nt er St . . .

The acconpanying notes are an integral part of these financial

$ 67,696 $ 59,073
50, 313 55, 355
3,352 (28, 816)

(7, 308) (7, 704)
(33, 226) (2, 408)
7,727 3,765

6, 513 51, 949

(120, 021) (140, 636)
(24, 403) (12, 493)

(4, 223) -

(55, 033) 243, 589

40, 417 -

26, 065 (12, 038)

(42, 131) 209, 636
(108, 012) (76, 141)
(205, 883) -
66, 769 10, 238

(1, 207) (3, 310)
(248, 333) (69, 213)
(44, 082) (45, 909)
1,021 590

17, 435 24, 902
(290, 041) (76, 402)
65, 000 (53, 720)
(250, 667) (150, 539)
(541, 131) (10, 116)
554, 407 10, 116

§ 13,276 $ -
$ 154, 004 $ 196, 068
23,998 30, 835

st at enent s.



NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

The acconpanyi ng consol idated financial statenents of The Montana Power
Conpany for the interim periods ended June 30, 2000 and 1999 are unaudited.
In the opinion of rmanagenent, the acconpanying consolidated financial
statenents reflect all normally recurring accruals necessary for a fair
statenent of the results of operations for those interim periods. Resul ts of
operations for the interim periods are not necessarily indicative of the
results to be expected for the full year, and these financial statements do not
contain the detail or footnote disclosure concerning accounting policies and
other matters that would be included in full fiscal year financial statenents.
Therefore, these statements should be read in conjunction with our audited
financial statenments included in our Annual Report on Form 10-K for the year
ended Decenber 31, 1999.

We have nade reclassifications to certain prior-year amounts to nake them

conparable to the 2000 presentation. These changes had no significant effect
on previously reported results of operations or sharehol ders' equity.

NOTE 1 — DEREGULATI ON, REGULATORY MATTERS, SALE OF ELECTRI C GENERATI NG ASSETS,
AND PROPCSED DI VESTI TURE OF ENERGY BUSI NESSES
Der egul ati on

The electric and natural gas utility businesses are in transition to a
conpetitive market in which commpdity energy products and rel ated services are

sold directly to wholesale and retail custoners. Montana’'s 1997 Electric
Utility Industry Restructuring and Custoner Choice Act (Electric Act) provides
that all custoners will be able to choose their electric supplier by July 1,

2002. Montana's 1997 Natural Gas Utility Restructuring and Custoner Choice
Act (Natural Gas Act) provides that a wutility nay voluntarily offer its
custonmers choice of natural gas suppliers and provide open access. Si nce
natural gas restructuring is voluntary, no deadline for choice exists.

El ectric

Through June 30, 2000, approximately 1,200 electric custoners
representing nore than 1,750 accounts crossing all custoner classifications —
or approximately 27 percent of our pre-choice electric load — have noved to
conpetitive supply since the inception of customer choice on July 1, 1998.
Resi dential custoners were eligible to nove to choice during the fourth
quarter of 1998. However, the najority of the |oad associated with our pre-
choice electric custoners that noved to other suppliers was industrial and
|arge commercial custoners, and nost of the activity in the second quarter
2000 was fromresidential and small comercial custoners.

As required by the Electric Act, we filed a conprehensive transition
plan with the Mntana Public Service Commission (PSC) in July 1997. O
July 1, 1999, we filed a case with the PSC to resolve the renaining Tier Il
i ssues under the filing. Tier Il issues address the recovery and treatnent of
the Qualifying Facility (QF) power-purchase contract costs, which are above-
mar ket costs; regulatory assets associated with the electric generating
busi ness; and a review of our electric generating assets sale, including the
treatment of sal es proceeds above the book val ue of the assets.

In inmplenenting our conprehensive transition plan, we initiated
litigation in Montana District Court in Butte to address our ability to use
tracking nechanisns to ensure fair and accurate recovery of above-narket OF
costs and certain other transition costs. W also sought court clarification
on whether the Electric Act authorized a rate noratoriumor a rate cap during
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the transition period that ends July 1, 2002.

The district court issued an order in My 2000. The court ruled that
the PSC nust allow us to incorporate tracking nechanisns in our transition
pl an proposal. The court also ruled that the Electric Act authorized a rate
cap. The PSC appeal ed the court’s decision regardi ng tracking nechani sns, and
we declined to appeal its decision regarding the rate nmoratorium

After the district court case, we updated our Tier Il filing to reflect
the closing of the sale of our electric generating assets. The PSC has
suspended the procedural schedule and, therefore, we do not expect an order
fromthe PSC until 2001.

Nat ural Gas

Through June 30, 2000, approximately 240 natural gas custoners wth
annual consunption of 5,000 dekatherns or nore — 52 percent of our pre-choice
natural gas supply |load - have chosen alternate suppliers since the transition
to a conpetitive natural gas environnment began in 1991.
Regul atory Matters

El ectric/ Federal Energy Regul atory Conmi ssi on (FERC)

On March 30, 1998, we subnitted a cost-of-service filing with the FERC
to increase our open access transmission rates and the rates for bundled
whol esal e electric service to two rural electric cooperatives. FERC approved
an interimincrease in rates charged for transm ssion service, pending final
approval in 2000.

In January 1999, we reached a rate settlement with one of the
cooperatives that noved to another supplier in Decenber 1999. In March 1999,
we reached a separate settlenent with the other cooperative, agreeing to
assist the cooperative's nove to choice when its full-service wholesale
contract expired in exchange for its agreement to withdraw its rate-reduction
conplaint. This cooperative noved to another supplier in June 2000.

Through a stranded-costs filing with FERC in April 2000, we are seeking
recovery of approximately $23,800,000 in transition costs associated wth
serving both of the wholesale electric cooperatives. W do not expect a FERC
decision on this filing, which corresponds with our transition-costs recovery
proceedings with the PSC in Mntana, until 2001.

El ectric/ PSC

In January 2000, as a result of the sale of our electric generating
assets and sales proceeds exceeding the book value of the assets sold, we
filed a voluntary rate reduction with the PSC for approximtely $16, 700, 000
annual ly. This reduction becane effective February 2, 2000.

On August 11, 2000, we filed a conbined rate case with the PSC, seeking

increased electric and natural gas rates. We requested increased annual
electric transmi ssion and distribution revenues of approxinmately $38, 500, 000,
with a proposed interim annual increase of approxinmtely $24,900, 000. We

expect a decision fromthe PSC regarding our interimrequest during the fourth
quarter of 2000 and a final order in April 2001.



Nat ur al Gas/ PSC

On August 12, 1999, we filed a natural gas rate case with the PSC
requesting increased annual revenues of $15,400,000, with a proposed interim
i ncrease of $11,500,000. An interimincrease of $7,600,000 became effective
on Decenber 10, 1999, and a final PSC order that becane effective on
April 1, 2000 approved an additional increase of $2,800, 000.

As discussed above, we subnmitted a conbined filing with the PSC on

August 11, 2000, seeking increased natural gas and electric rates. We
requested increased annual natural gas revenues of approxi mtely $12, 000, 000,
with a proposed interim annual increase of approximtely $6,000,000. We

expect a decision fromthe PSC regarding our interimrequest during the fourth
quarter of 2000 and a final order in April 2001

Sal e of Electric Generating Assets
As expected, the sale of our electric generating assets in Decenber 1999

reduced the utility’'s net income for second quarter 2000. Uility revenues
decreased because of discontinued off-systemrevenues related to the electric

generating assets sold. Before the sale, revenues covered the costs of
operating the generating plants, taxes and interest, and earned a return on
our sharehol ders' investment. Since the sale, we continue to bill for energy

supply, but now these revenues cover the costs of purchased power to serve our
core customers. \Wile revenues from our core custoners were not affected by
the sale, we now pay the profit conponent of revenues to the purchaser of the
assets as part of purchased power expenses. Prior to the sale, this conponent
represented the return on our shareholders’ investnent. As we now purchase
nost of the power to serve our core customers pursuant to buyback contracts,
we reflect these costs in operating expenses as power supply expenses. The
maxi mum price that we pay for power in the buyback contracts, $22.25/ MM,
represents our net fully allocated costs of service in current rates,
replacing operations and naintenance expense, property tax expense,
depreci ati on expense, and return on investnment.

In the sale of these assets, we generally retained all pre-closing
obligations, and the purchaser generally assumed all post-closing obligations.
However, with respect to environmental liabilities, the purchaser assunmed al
pre-closing (with three linmted exceptions) and post-closing environnental
liabilities associated with the purchased assets.

Wil e the purchaser assunmed pre-closing environmental liabilities, we
agreed to indemify the purchaser, on a limted basis, from |losses arising
from required renediation of pre-closing environmental conditions, whether
known or unknown at the closing. During the second quarter 2000, we received
no claimnotices related to this indemity obligation. W do not expect this
indemity obligation to have a material adverse effect on our consolidated
financial position, results of operations, or cash flows.

Proposed Divestiture of Energy Businesses

On March 28, 2000, we announced our decision to separate our
t el ecommuni cati ons busi ness from our energy businesses through stock sal es of
our energy businesses. When we conplete the sales, expected to take six to
twel ve nmonths fromthe end of the first quarter 2000, Touch Anerica, Inc. wll
remain as the entity through which we wll continue to conduct our
t el econmuni cati ons busi ness. W intend to invest the net proceeds received
fromthe sale of our energy businesses into Touch Aneri ca.



NOTE 2 — CONTI NGENCI ES
Kerr Project

A FERC order that preceded our sale of the Kerr Project required us to
inmplenent a plan to nmitigate the effect of the Kerr Project operations on
fish, wildlife, and habitat. To inplenment this plan, we were required to nake
paynments of approxi mately $135, 000, 000 between 1985 and 2020, the term during
which we would have been the |icensee. The net present value of the tota
paynments, assumng a 9.5 percent annual discount rate, was approximtely
$57, 000, 000, an anpunt we recognized as license costs in plant and |ong-term
debt on the Consolidated Bal ance Sheet in 1997. In the sale of the Kerr
Project, the purchaser of our electric generating assets assuned the
obligation to make post-closing |license conpliance paynents.

In December 1998 and January 1999, we asked the United States Court of
Appeals for the District of Colunbia Crcuit to review FERC s orders and the

United States Departnent of Interior’s conditions contained in them O
Septenber 17, 1999, the court granted the notion of the parties and
intervenors to hold up the appeal pending settlenent efforts. I n Decenber

1999, we, along with the purchaser of our generating assets, the United States
Departnment of the Interior, the Confederated Salish and Kootenai Tribes (the
Tribes), and Trout Unlimted, in a court-ordered nediation, agreed in
principle to settle this litigation

A Statement of Agreement containing the principles for settlenment of the
di sputes underlying the appeals was devel oped in Decenber 1999. It provides
that its ternms are binding against all parties, with the understandi ng that
the signatory parties would jointly draft additional docunents as necessary to
establish the terns of the settlement in detail. The parties have subnmtted
these docunents to FERC, and we have paid our settlenent paynent of
approxi mately $24,000,000 under the Statenment of Agreenent into an escrow
account . If FERC approves, in a final non-appeal able order, the settlenment
terms as reflected in proposed |icense amendnents discussed below, we wil
dismiss the petitions in the court of appeals, and the escrow agent will
rel ease the paynents to the Tribes. In addition, we wll transfer to the
Tri bes 669 acres of land we own on the Flathead |Indian Reservation. |f FERC
does not approve the proposed |icense anmendnents in the formagreed to by the
parties, or if, as a result of the appeal of a FERC order, that order is not
final after a specified period, the noney will be returned to us, and the
litigation will resune. The settlenent, subject to the conditions described
above, substantially reduces our obligation to pay for fish, wldlife, and
habitat mtigation assigned to the pre-closing period in the sale of the Kerr
Proj ect.

In April 2000, the purchaser of our generating assets and the Tribes, as

co-licensees, filed proposed license anendments with FERC to effect the
settl enent described above. W supported these proposed |icense anendnents.
FERC is reviewing the filing, but we do not expect a decision until |ate 2000

or early 2001.
M scel | aneous

W and our subsidiaries are parties to various other |legal clains,
actions and conplaints arising in the ordinary course of business. W do not
expect the conclusion of any of these matters to have a material adverse
ef fect on our consolidated financial position, results of operations, or cash
flows.
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NOTE 3 — DERI VATI VE FI NANCI AL | NSTRUVENTS
Derivative Financial |Instrunents Used
We use derivative financial instrunents to reduce earnings volatility

and stabilize cash flows by hedging sone of the price risk associated wth our
nonutility energy commdity-produci ng assets, contractual commitnents for firm

supply, and natural gas transportation agreenents. We also use derivative
financi al instrunments in speculative transactions to seek enhanced
profitability based on expected market novenents, as discussed below in
“Specul ative Transactions.” In all <cases, financial swap and option

agreenments constitute the principal kinds of derivative financial instrunents
used for these purposes.

Swap Agreenents

Under a typical swap agreenent, we nmake or receive paynents based on the
di fference between a specified fixed price and a variable price of crude oi
or natural gas at the tine of settlenent. The variable price is either a
crude oil or natural gas price quoted on the New York Mercantil e Exchange or a
natural gas price quoted in Inside FERCs Gas Market Report or other
recogni zed i ndustry index.

Opti on Agreenents

Under a typical option agreenent, we nake or receive nonthly paynents
based on the difference between the actual price of crude oil or natural gas
at settlenment and the price established in a private agreenent at the tine of
execution. Maki ng or receiving paynents is dependent on whether we buy (own
or hold) or sell (wite or issue) the option. Buying options involves paying
a premum- the price of the option - and selling options involves receiving a
prem um When we use options, we defer all premiuns paid or received and
recogni ze the applicable expenses or revenues nmonthly throughout the option
term As of June 30, 2000, we paid nore in option premuns than we received,
resulting in deferred expenses of approxi mately $800, 000.

Hedged Transacti ons

Hedged transactions are those in which we have a position (either
current or anticipated) in an underlying comobdity or derivative of that
commodity that exposes us to risk if the price of the underlying item
adversely changes. W enter into these transactions primarily to reduce
earnings volatility and stabilize cash flows. We recognize gains or |osses
from these derivative financial instruments in the Consolidated Statenent of
Incone at the same tine that we recogni ze the revenues or expenses associ ated
with the underlying hedged item wuntil then, we do not reflect these gains or
losses in our financial statenents. In April and May 2000, we terninated
hedging instrunents associated wth ongoing natural gas sales and
transportation contracts and are recognizing total gains of approximtely
$15, 000, 000 over the original periods covered by the hedging instrunents (May
2000 through Decenber 2000 for a portion of the gain and July 2000 through
December 2000 for a portion of the gain). During the second quarter 2000, we
recogni zed as inconme approxi mately $1, 400,000 of the total gain

At June 30, 2000, we had swap and option agreenents on approxi mately:

- 1,278,000 barrels, or 42 percent, of our estimated nonutility crude oi
and natural gas liquids production through March 2002;

- 21 Bcf, or 66 percent, of our expected delivery obligations under |ong-
termnatural gas sales contracts through October 2001; and

- 0.12 Bcf, or 4 percent, of our natural gas production through Decenber
2000.
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In addition, at June 30, 2000, we had sold swap and option agreenents to
hedge approxinmately 27 Bcf of our nonutility natural gas pipeline
transportation obligations under contracts through Decenber 2001, and we had
purchased swap and option agreenents to hedge approxinmately 33 Bcf of these
obl i gati ons.

Specul ative Transacti ons

We al so enter into derivative financial transactions in which we have no
underlying price risk exposure nor any interest in naking or taking delivery

of crude oil or natural gas commodities. We seek, by these speculative
transactions, to profit from the market novenents of the prices of these
conmodi ti es. In accordance with Energing |Issues Task Force Issue No. 98-10,

we nmark to market all of our speculative transactions and recognize any
corresponding gain or loss in the Consolidated Statenment of |ncone. As of
June 30, 2000, we had wunrealized nark-to-nmarket |osses of approxi mately
$2, 200,000 related to these specul ative transacti ons.

NOTE 4 - COVPANY OBLI GATED MANDATORI LY REDEEMABLE PREFERRED SECURI TI ES OF
SUBSI DI ARY TRUST

We established Mntana Power Capital | (Trust) as a wholly owned
business trust to issue comon and preferred securities and hold Junior
Subordi nated Deferrabl e Interest Debentures (Subordi nated Debentures) that we
i ssue. The Trust has issued 2,600,000 units of 8.45 percent Cunulative
Quarterly Income Preferred Securities, Series A (QUPS). Holders of the QU PS
are entitled to receive quarterly distributions at an annual rate of

8.45 percent of the liquidation preference value of $25 per security. The
sole asset of the Trust is $67,000,000 of our Subordinated Debentures,
8.45 percent Series due 2036. The Trust wll use interest paynents received

on the Subordinated Debentures that it holds to nmake the quarterly cash
distributions on the QU PS.

NOTE 5 — COWVM TMENTS
Touch America s Commtnments

Construction Projects

Touch Anerica has contracted with Northern Telecom Inc. (Nortel) to
furnish and install optical electronic equipnent on certain fiber-optic
net wor ks. We expect Nortel to conplete these installations in the fourth
gquarter 2000 at a cost of approxinmtely $43, 800,000, of which we have paid
approxi mately $18,700,000 in 2000. The remaining amount is scheduled for
paynment before the end of 2000 as various segnents of the fiber-optic network
under construction, discussed below, are conpleted. Touch Anerica continues
to enter into arrangenents with Nortel for installations of Nortel’s optical

el ectronic equipnent on Touch Anerica's network, including an estinmated
$75, 000, 000 of installations related to Touch America’s acquisition from Quest
Conmuni cations International Inc. (Qaest) discussed bel ow under “Ilnvestnents

and Acquisitions,” and in Note 10, “Acquisition of Properties from Qunest.”

Joi nt Ventures

In accordance with the agreenments governing the follow ng rel ationshi ps,
Touch Anerica is conmmitted to contribute capital at various tines.

In May 2000, Touch Anerica and Sierra Pacific Comrunications, a
subsidiary of Sierra Pacific Resources, formed a 50-50 joint venture, naned
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Sierra Touch Anerica, LLC, to construct a fiber-optic network between

Sacramento and Salt Lake City. This network will nake up 750 miles of the
4,300-mle build-out that Touch Anerica is constructing in tandem with its
construction of a fiber-optic network for AT&T. Sierra Touch America has

begun construction of the Sacramento-Salt Lake City route and expects to
conplete the route in md-2001 at an estimted cost of $100, 000, 000. Touch

America’'s portion of this estinmated cost will be approxi mately $83, 000, 000, of
which it expects to recover approximately 50 percent from AT&T and other third
parties. In July 2000, Touch Anerica and Sierra Pacific Comruni cations each

contributed approximately $1,400,000 to the joint venture, and Touch America
paid approximtely $5,700,000 in construction expenditures to the joint
venture. The terns of the joint venture agreenent give Sierra Touch Arerica a
partial interest in the metropolitan fiber networks that Sierra Pacific
Resources operates in Reno and Las Vegas.

In June 1999, Touch Anerica and lowa Network Services, Inc. (INS) forned
| owa Tel econmuni cations Services, Inc. (ITS) to purchase from a third party
donestic access lines connected to telephone exchanges in |owa. However ,
because the energing organi zati onal and capital structure of ITS does not fit
Touch Anerica’s growth strategy, Touch Anerica exited fromits equity position
in ITS in April 2000. Under the terns of the exit agreement:

- Touch Anerica sold its 31 percent interest in ITS to INS, and INS
rel eased Touch Anerica fromall of ITS obligations;

- Upon the closing of the third-party purchase transaction, which occurred
on June 30, 2000, INS reinbursed Touch Anmerica approximtely $7, 600, 000
for Touch Anmerica’'s cash outlays to ITS, with interest on the funds
ext ended; and

- Touch America withdrew its $14,000,000 letter of credit from ITS upon
the closing of the third-party purchase transaction

I nvest nents and Acqui sitions

In January 2000, Touch America signed a purchase agreement wth
M nnesota PCS, LP (MPCS) to acquire a 25 percent interest in MPCS wireless
t el ephone busi ness, which owns Personal Comunication Services (PCS) |icenses
in North Dakota, South Dakota, M nnesota, and W sconsin. In accordance with
the agreenent, Touch Anerica nmade an initial equity investnent of $2,700, 000
in MPCS and agreed to loan MPCS up to $12,000,000 in interest-bearing notes
payabl e on Cctober 1, 2002, of which the full $12,000,000 had been | oaned as
of August 2000. In addition, Touch Anerica has guaranteed paynment of
$7,000,000 in | oans owed by MPCS through the year 2007.

In March 2000, Touch Anerica signed an agreenent with Qmest to acquire
Qnest’s whol esal e, private-line, |ong-distance, and other tel ecomunications
services in US WEST's 14-state region. Touch Anerica and Qaest closed this
transaction on June 30, 2000. For nmore information on Touch Anerica's
acquisition, see Note 10, “Acquisition of Properties from Quest.”

NOTE 6 — LONG TERM DEBT

On January 3, 2000, we nade a paynent of approximtely $10, 200,000 for
our share of the costs associated with the Kerr mtigation plan (Plan). This
amount represented our final liability for costs under the Plan through the
Decermber 17, 1999, sale date of the electric generating assets. For further
i nfornmati on regarding the Plan, see Note 2, “Contingencies.”

Two issues of Medium Term Notes (MINs) were retired prior to maturity in
January of 2000. On January 13, 2000, we retired $5,000,000 of 7.25 percent
Series A Secured MINs due January 19, 2024. On January 14, 2000, we retired
$7,000, 000 of 8.68 percent Series A Unsecured MINs due February 7, 2022.
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W retired at maturity $10, 000,000 of 8.80 percent Series A Unsecured
MINs on February 22, 2000.

On April 13, 2000, we retired prior to nmaturity $25,000,000 of our
7.5 percent First Mortgage Bonds (Bonds) due April 1, 2001

On April 25, 2000, we offered to purchase any or all of the followng
series of our outstanding debt: 8.95 percent Bonds due February 1, 2022;
7.33 percent Secured MINs due April 15, 2025; 8.11 percent Secured MINs due
January 25, 2023; 7.00 percent Bonds due March 1, 2005; and 8.25 percent Bonds
due February 1, 2007. The total anpbunt outstanding for these issues was
$190, 000, 000 as of April 25, 2000. On My 24, 2000, we retired $182, 700, 000
of this amount, as follows:

- $48, 500, 000 of
- $20, 000, 000 of
- $15, 000, 000 of
- $44, 600, 000 of
- $54, 600, 000 of

.95 percent Bonds due February 1, 2022;

.33 percent Secured Series A MINs due April 15, 2025;
.11 percent Secured Series A MINs due January 25, 2023;
.00 percent Bonds due March 1, 2005; and

. 25 percent Bonds due February 1, 2007.

0 N 00~

In addition, we retired at maturity $20, 000,000 of 7.20 percent Series A
Secured MINs on June 1, 2000.

These debt retirements were made from the proceeds received from the
sale of the electric generating assets.

As part of the Tier Il rate filing discussed in Note 1, “Deregul ation,
Regul atory Matters, Sale of Electric Generating Assets, and Proposed
Divestiture of Energy Businesses,” we indicated our intention to retire

approxi mately $266, 000, 000 of debt. The expenses associated with the debt
retirements were estimated at approxi mately $20,000,000. Wth all retirenents
of MINs and Bonds discussed above, the actual amunt of debt retired
(including the retirement in 1999 of $15,000,000 of 7.875 percent Series B
Unsecured MINs due Decenber 23, 2026) was slightly less than $265, 000, 000
and the associ at ed expenses were approxi mately $9, 300, 000.

On April 4, 2000, a $100, 000,000 Revolving Credit Agreenent associated
with some of our nonutility operations term nated, with no anpunt outstandi ng.

Al tana Exploration Ltd., our wholly owned Canadian subsidiary, nade
payments of approxinmately $10,400,000 in United States dollars (approxinately
$15, 300, 000 Canadi an dollars) during the first six months of 2000 pursuant to
its revolving line of credit, resulting in a balance outstanding at
June 30, 2000 of approxi mately $6, 700,000 United States dollars (approxi mately
$10, 000, 000 Canadi an dol I ars).

NOTE 7 — COMPREHENSI VE | NCOVE

For the six nonths ended June 30, 2000 and 1999, our only item of other
conprehensive incone was foreign currency translation adjustnents of the
assets and liabilities of our foreign subsidiaries. These adjustnents
resulted in decreases to retained earnings of $1,789,000 in 2000, and
increases to retained earnings of $2,262,000 in 1999. No current incone tax
effects resulted from the adjustments, nor do we expect there to be any net
i ncome effects until we sell a foreign subsidiary. For the six nonths ended
June 30, 2000, conprehensive inconme was approxi mately $65,907, 000, as conpared
to conprehensive inconme of approximtely $61, 335,000 for the six nmonths ended
June 30, 1999.
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NOTE 8 — | NFORVATI ON ON | NDUSTRY SEGVENTS

Qur utility operations purchase, transmt, and distribute electricity and

natural gas. Wth the sale of our electric generating assets other than
MIlltown Dam we no longer are prinmarily engaged in regulated electric
gener ati on. In our nonutility businesses, our telecommunications operation

desi gns, devel ops, constructs, operates, nmintains, and nmanages a fiber-optic
network and wireless facilities; it also sells |ong-distance, Internet, and
private-line services and equi pnent. In other nonutility operations, we mne
and sell coal and lignite; nanage |ong-term power sales, and devel op and invest
i n independent power projects and other energy-rel ated businesses; and explore
for, develop, produce, process, and sell crude oil and natural gas. W al so
trade crude oil, natural gas, and natural gas |iquids.

Identifiable assets of each industry segnent are principally those assets
used in our operation of those industry segnents. Corporate assets are
principally cash and cash equival ents and tenporary investnents.

We consider segrment information for foreign operations i material.
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NOTE 8 — | NFCRVATI ON ON | NDUSTRY SEGVENTS

Operations Information

Si x Mont hs Ended

June 30, 2000

(Thousands of Doll ars)

UTILITY

El ectric Nat ural Gas
Sales to unaffiliated custoners............ $ 203,065 $ 66, 954
Earni ngs from unconsol i dated investnents... - -
Intersegnent sales............. ... ... ...... 1, 890 235
Pretax operating incone ................... 18, 270 11, 367
Capital expenditures....................... 14, 328 1, 897
Identifiable assets........................ 1, 052, 310 333,681
NONUTI LI TY

Tel e- | ndependent
Communi cat i ons Coal (9 Power (9

Sales to unaffiliated customers............ $ 52,639 $ 104,767 $ 33,681
Earni ngs from unconsol i dated investnents... (265) - 43, 909
Intersegnent sales............. ... ... ...... 727 6, 040 264
Pretax operating incone ................... 12,242 12, 608 40, 215
Capital expenditures....................... 250, 5202 8,115 886
Identifiable assets........................ 545, 767" 242, 820 70, 109
NONUTI LI TY (conti nued)

Gl and

Nat ural Gas O her

Sales to unaffiliated custoners............ $ 187,690 $ 6, 491
Earni ngs from unconsol i dated investnents... - -
Intersegnent sales............. ... .. ....... 9,725 1, 995
Pretax operating incone (loss) ............ 17,583 (450)
Capital expenditures....................... 15, 600 10, 632
Identifiable assets........................ 300, 253 62, 504
CORPORATE
Capital expenditures....................... $ 11,917
Identifiable assets........................ 77,312
RECONCI LI ATI ON TO CONSOLI DATED

Segment Consol i dat ed

Tot al Adj ust nent s(© Tot al

Sales to unaffiliated custoners............ $ 655, 287 - $ 655,287
Earni ngs from unconsol i dated investnents... 43, 644 - 43, 644
Intersegnent sales........... .. ... .. ....... 20, 876 (20, 876) -
Pretax operating incone ................... 111, 835 - 111, 835
Capital expenditures....................... 313, 895 - 313, 895
Identifiable assets........................ 2,684, 756 - 2,684, 756

Thi s ambunt incl udes approxi mately $205, 900,000 related to the Qwest acquisition
This anmount includes approxinmtely $145, 600,000 of intangible assets related to the
Qnest acquisition, which rmay be allocated anbng various classifications pending an

apprai sal by an independent third party.

The loss of revenues pursuant to one contract with a single customer would have a
materi al adverse effect on the segnent. _ _
The loss of revenues pursuant to contracts with two custonmers would have a nmateria

adverse effect on the segnent. _ o _ _
The anounts indicated include certain elimnations between the business segnents.
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Operations I nformation

UTILITY

Sales to unaffiliated custoners...........
Earni ngs from unconsol i dated investnents..
Intersegnent sales........................
Pretax operating income ..................
expenditures......................
Identifiable assets.......................

Capita

NONUTI LI TY

Sales to unaffiliated custoners...........
Earni ngs from unconsol i dated investnents..
Intersegnent sales........................
Pretax operating income ..................
expenditures......................
Identifiable assets.......................

Capita

NONUTI LI TY (conti nued)

Sales to unaffiliated custoners...........
Earni ngs from unconsol i dated investnents..
Intersegnent sales........................
Pretax operating inconme (loss)............
expenditures......................
Identifiable assets.......................

Capita

CORPCORATE
Capita

RECONCI LI ATI ON TO CONSCOL| DATED

Sales to unaffiliated custoners...........
Earni ngs from unconsol i dated investnents..
Intersegnent sales........................
Pretax operating income ..................
expenditures......................
Identifiable assets.......................

Capita

(@ The loss of revenues pursuant
adverse effect on the segnent.

expenditures......................
Identifiable assets.......................

Si x Mont hs Ended

June 30, 1999

(Thousands of Dollars)

El ectric Nat ural Gas
$ 221,977 $ 62, 735
6, 468 336
56, 447 11, 078
22,160 2,518
1,683,778 390, 590
Tel e- | ndependent
Communi cat i ons Coal Power (3
$ 41,129 $ 92, 217 $ 36, 968
2,100 - 9, 464
354 19, 740 663
14, 136 16, 635 10, 893
31, 307 1,932 207
210, 984 234, 691 99, 483
Gl and
Nat ural Gas O her
$ 145,554 $ 19,124
8,312 1, 002
5,743 (2, 654)
16, 884 12
310, 000 67, 638
$ 1,121
19, 455
Segnent Consol i dat ed
Tot al Adj ust ment s(P Tota
$ 619,704 - $ 619,704
11, 564 - 11, 564
36, 875 $ (36,875 -
112, 278 - 112, 278
76, 141 - 76, 141
3,016, 619 - 3,016, 619

to contracts with two custoners would have a materi al

(® The anounts indicated include certain elininations between the business segnents.
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Qperations Information

UTILITY

Sales to unaffiliated custoners
Earni ngs from unconsol i dated investnents...
I nt ersegnent sal es
Pretax operating income (I oss)
Capital expenditures
I dentifiable assets

NONUTI LI TY

Sales to unaffiliated custoners
Earni ngs from unconsol i dated investnents...
I nt ersegnent sal es
Pretax operating inconme....................
Capital expenditures
I dentifiable assets

NONUTI LI TY (conti nued)

Sales to unaffiliated custoners
Earni ngs from unconsol i dated investnents...
I nt ersegnent sal es
Pret ax operating incone
Capital expenditures
I dentifiable assets

CORPORATE

Capi tal expenditures
I dentifiable assets

RECONCI LI ATI ON TO CONSCL| DATED

Sales to unaffiliated custoners
Earni ngs from unconsol i dated investnents...
I nt ersegnent sal es
Pretax operating inconme....................
Capi tal expenditures
I dentifiable assets

Thi s anount
Thi s anount
Qnest acqui sition
apprai sal by an independent third party.

i ncl udes approxi mately $205,

(© The loss of revenues pursuant to one
mat eri al adverse effect on the segment.
(9 The loss of revenues pursuant

adverse effect on the segnent.
The anpunts indicated i nclude certain e

i ncl udes approxi mtely $145,600, 000 of
which may be allocated anpbng various classifications pending an

Quarter Ended

June 30, 2000

(Thousands of Dollars)

El ectric Nat ural Gas
$ 101,574 $ 22,160
320 32
5, 999 (685)
8,721 4,931
1, 052, 310 333, 681
Tel e- | ndependent
Conmuni cat i ons Coal (9 Power (@
$ 28, 513 $ 47, 486 $ 15, 932
(867) - 38, 209
419 2,102 64
5, 168 4,601 35, 556
233, 590(® 6, 325 825
545, 767(P 242, 820 70, 109
Gl and
Nat ural Gas O her
$ 82, 275 $ (1, 215)
4,360 471
8, 633 32
6, 605 8, 706
300, 253 62, 504
$ 6, 984
77,312
Segment Consol i dat ed
Tot al Adj ust nent s(© Tot al
$ 296,725 - $ 296,725
37, 342 - 37, 342
7,768 (7,768) -
59, 304 - 59, 304
276, 687 - 276, 687
2,684, 756 - 2,684, 756

900, 000 related to the Qnest acquisition.
i ntangi ble assets related to the

contract with a single custoner would have a

to contracts with two custonmers would have a materi al

i m nati ons between the business segnents.
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Qperations Information

Quarter

Ended

June 30, 1999

(Thousands of Doll ars)

UTILITY

El ectric Nat ural Gas
Sales to unaffiliated custoners............ $ 105, 443 $ 22,390
Earni ngs from unconsol i dated investnents... - -
Intersegnent sales............. ... .. ....... 2,778 137
Pretax operating inconme ................... 26,773 938
Capital expenditures....................... 14, 136 4,933(®
Identifiable assets........................ 1,683,778 390, 590
NONUTI LI TY

Tel e- | ndependent
Communi cat i ons Coal (@ Power (P

Sales to unaffiliated customers............ $ 21, 354 $ 48,779 $ 18, 734
Earni ngs from unconsol i dated investnents... 677 - 4,131
Intersegnent sales........... .. ... ... ...... 126 9, 836 425
Pretax operating inconme ................... 7,393 8, 889 4,892
Capital expenditures....................... 25, 767 298 -
Identifiable assets........................ 210, 984 234,691 99, 483
NONUTI LI TY (conti nued)

Gl and

Nat ural Gas O her

Sales to unaffiliated custoners............ $ 76, 745 $ 11, 247
Earni ngs from unconsol i dated investnents... - -
Intersegnent sales............. ... .. ....... 3,912 561
Pretax operating incone (loss)............. 2,302 (822)
Capital expenditures....................... 6, 570 -
Identifiable assets........................ 310, 000 67,638
CORPORATE
Capital expenditures....................... $ 712
Identifiable assets........................ 19, 455
RECONCI LI ATI ON TO CONSOLI DATED

Segment Consol i dat ed

Tot al Adj ust nent s(©) Tot al

Sales to unaffiliated custoners............ $ 304,692 - $ 304,692
Earni ngs from unconsol i dated investnents... 4,808 - 4,808
Intersegnent sales......................... 17,775 $ (17,775) -
Pretax operating inconme ................... 50, 365 - 50, 365
Capital expenditures....................... 52,416 (39) 52,377
Identifiable assets........................ 3,016, 619 - 3,016, 619

(3 Revenues from sales under one contract to Reliant
the three-nmonth period ended June 30, 1999.

(™ The loss of revenues pursuant
adverse effect on the segnent.

Energy ampunted to $30, 316, 000 for

to contracts with two custonmers would have a materi al

(9 The anounts indicated include certain elininations between the business segnents.
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NOTE 9 — COVMON STOCK
STOCK SPLIT

On June 22, 1999, the Board of Directors approved a two-for-one split of
our outstanding common stock. As a result of the split, which was effective
August 6, 1999, for all shareholders of record on July 16, 1999, 55,099, 015
out st andi ng shares of common stock were converted to 110,198,030 outstanding
shares of comon stock. We have retroactively applied the split to al
peri ods presented.

SHARE REPURCHASE PROGRAM

In 1998, the Board of Directors authorized a share-repurchase program
over the next five years to repurchase up to 20,000,000 shares (approxi mately
18 percent of our then outstanding commobn stock) on the open market or in
privately negotiated transactions. As of August 7, 2000, we had 105, 630, 296

common shares out standi ng. The nunber of shares to be purchased and the
timng of the purchases will be based on the level of cash bal ances, genera
busi ness conditions, and other factors, including alternative investnent

opportuniti es.

Subsequent to this authorization, we entered into a Forward Equity
Acqui sition Transaction (FEAT) programwith a bank that committed to purchase
shares on our behalf. Under the terns of the program the anmpbunt owed to the
bank and the nunber of shares held by the bank cannot exceed certain limts.
In March 2000, these limts were anended and now are $125,000,000 and
2,500, 000 shares. The expiration date of the program is August 1, 2001.
Until that date, when all transactions nust be settled, we can elect to fully
or partially settle either on a full physical (cash) or a net share basis. A
full physical settlenment would be the purchase of shares from the bank for
cash at the bank’s average purchase price plus interest costs |ess dividends.
A net share settlement would be the exchange of shares between the parties so
that the bank receives shares with value equivalent to its original purchase
price plus interest costs |ess dividends. Only at the tinme that the
transactions are settled can our capital or outstanding stock be affected, and
settlenent has no effect on results of operations.

In Decenber 1999, when the linits described above were $200, 000, 000 and
8, 000, 000 shares, we used proceeds fromthe sale of our generation assets to
acquire 4,682,100 shares of our stock under the FEAT program The purchase of
these shares averaged approximately $30.94 per share and ranged from $27.05
per share to $33.52 per share for a total cost of $144,872,000. W have
refl ected the shares purchased as treasury stock on the Consolidated Bal ance
Sheet .

No additional shares were acquired under the program from
January 1, 2000 through July 31, 2000. From August 1, 2000, through
August 9, 2000, the bank had acquired for us 610,000 shares of our stock under
t he FEAT program The average price, including comr ssions, was approxi mately
$30.51 per share, with prices ranging from $29.78 per share to $31.67 per
share, for a total cost of approxi mtely $18, 600, 000.

NOTE 10 — ACQUI SI TI ON OF PROPERTI ES FROM QUWEST

On June 30, 2000, in accordance with a previously executed stock purchase
agreenment, we acquired Qnest’s wholesale, private-line, |ong-distance, and
ot her tel ecomunications services in US WEST's fourteen-state region associ ated
with Qaest’s interLATA businesses for approximtely $206,000,000, subject to
certain adjustnents. W estimate that Touch America’s related capital
expenditures, nmainly to install optronics on new routes, will be an additional
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$75, 000, 000. The fourteen-state region covers approxi mately 250,000 custoner
accounts for voice, data, and video services. Touch Anerica also acquired a
fiber-optic network of 1,800 route miles and associated optronics and switches
that will connect to Touch Anerica’s existing fiber-optic network. As a result
of the acquisition, Touch Anmerica enployed 173 of Qnest’'s fornmer narketing
representatives in the fourteen-state region.

The sources of funds for this transaction were a conbination of
approxi mately $147,000,000 in internal funds and approxinately $59, 000,000 in
short-term borrow ngs fromvarious external sources.

Qur June 30, 2000 Consolidated Balance Sheet includes approximtely
$60, 000,000 of net nonutility plant and approxinmately $146, 000,000 of
intangi bl e assets related to the Qaest acquisition. Because the transaction
closed on June 30, our Consolidated Statements of Income do not include any
depreciation or anortization expense associated with the properties acquired.
An independent third party is presently appraising the value of the properties

acqui r ed. Wien this appraisal is conplete, we will adjust our allocation of
the purchase price anong the various balance sheet <classifications, if
necessary.

As a result of the Qwest acquisition, we will file audited historical and
unaudited pro forma financial information with the Securities and Exchange

Conmi ssion (SEC) on or before Septenber 15, 2000.

NOTE 11 — SHORT- TERM BORROW NG

At June 30, 2000, we had conmitted lines of credit consisting of
$190, 000, 000 and uncommitted lines of $90,000,000. Facility/comitnent fees
on the committed Iines of credit are not significant. W have the ability to
issue up to $95,000,000 of commercial paper based on the total anount of
unused commtted lines of credit and revolving credit agreenents.

At June 30, 2000, we had notes payable to banks for $65, 000,000 at an
average annual interest rate of approximately 7.4 percent.

On June 29, 2000, we devel oped a $200, 000, 000 90-Day Credit Agreenent for
use in our telecomunications operations. This agreenment expires on
Sept ember 26, 2000.

NOTE 12 — EARNI NGS PER SHARE OF COWMON STOCK

We conpute basic net incone per share of comon stock for each year
based upon the weighted average nunber of comon shares outstanding. In
accordance with Statement of Financial Accounting Standards (SFAS) No. 128,
“Barnings per Share,” diluted net incone per share of comon stock reflects
the potential dilution that would occur if securities or other contracts to
i ssue common stock were exercised or converted into comon stock or resulted
in the issuance of common stock that shared in our earnings.

NOTE 13 — NEW ACCCUNTI NG PRONCUNCEMENTS

In June 2000, the SEC issued Staff Accounting Bulleting (SAB) No. 101B,
"Second Amendnent: Revenue Recognition in Financial Statenents", which del ays
the inplementation date of SAB No. 101 until no later than the fourth quarter
2000 for companies with fiscal years beginning after Decenmber 15, 1999. W do
not expect the adoption of SAB No. 101 to have a material effect on our
consol i dated financial position or results of operations.
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SFAS Nos. 133, 137, and 138

In June 1998, the Financial Accounting Standards Board (FASB) issued
SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities.”
SFAS No. 133 expands the definition of a derivative and requires that all
derivative instrunents be recorded on an entity's bal ance sheet at fair val ue.
In July 1999, the FASB issued SFAS No. 137, “Accounting for Derivative
Instruments and Hedgi ng Activities: Deferral of the Effective Date of FASB
Statenment No. 133.” SFAS No. 137 delays for one year the effective date of
SFAS No. 133, neaning that we are not required to adopt SFAS No. 133 unti
January 1, 2001. In June 2000, the FASB issued SFAS No. 138, “Accounting for
Certain Derivative Instruments and Certain Hedging Activities,” which anends
sone accounting and reporting standards of SFAS No. 133, but not the January

2001 effective date. W are presently evaluating how SFAS No. 138 may affect
us.

We expect to conplete the sales of our energy businesses within six to
twel ve months from the end of the first quarter 2000, and we expect to sel
our unregulated oil and natural gas businesses - including MPT&M - before
January 1, 2001. Wile we have begun a review of our combdity purchase and
sal e agreenents to eval uate exposure to potential enbedded derivatives, we do
not expect the adoption of SFAS No. 137, as anended by SFAS No. 138, to have a
material effect on our consolidated financial position, results of operations,
or cash flows.
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| TEM 2 - MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND
RESULTS OF OPERATI ONS

Pl ease read the follow ng discussion in conjunction with the statenents
i ncluded in our Annual Report on Form 10-K for the year ended Decenber 31, 1999
at Item?7, “Managenent’s Discussion and Analysis of Financial Condition and
Results of COperations.”

Wr ni ngs About Forwar d- Looki ng Statenents

This Quarterly Report on Form 10-Q nmay contain forward-Iooking
statenments within the neaning of Section 21E of the Securities Exchange Act of
1934. Forward-|ooking statenents are qualified by and should be read together
with the cautionary statenments and inportant factors included in our Annua
Report on Form 10-K for the year ended Decenber 31, 1999. See Part 1,
“War ni ngs About Forward-Looki ng Statenents.”

We are including the followi ng cautionary statements to nake applicable
and take advantage of the safe-harbor provisions of the Private Securities
Litigation Reform Act of 1995 for any forward-1looking statenents nmade by us,
or on our behalf, in this Form 10-Q Forwar d- | ooki ng statenents include
statenments concerning plans, objectives, goals, strategies, future events or
performance and wunderlying assunptions, and other statenments, which are

statements other than those of historical fact. Forwar d- | ooki ng statenents
may be identified, without limtation, by the use of the words “anticipates,”
“estimates,” “expects,” “intends,” “believes,” and simlar expressions. We

di sclaim any obligation to update any forward-1ooking statenents to reflect
events or circunstances after the date that we file this Form 10-Q

Forward-| ooking statenents that we mmke are subject to risks and
uncertainties that could cause actual results or events to differ materially
fromthose expressed in, or inplied by, the forward-|ooking statenments. These
forward-1ooking statenments include, anbng others, statenents concerning our
revenue and cost trends, cost recovery, cost-reduction strategies and
anticipated outcones, pricing strategies, planned capital expenditures,
financing needs and availability, and changes in the utility and
tel ecommuni cation industries and other industries in which we operate.
Investors or other readers of the forward-looking statenents are cautioned
that these statenents are not a guarantee of future performance and that the
forward-1ooking statenents are subject to risks and uncertainties that could
cause actual results to differ nmaterially fromthose expressed in, or inplied
by, the statenents. Sone, but not all, of the risks and uncertainties
i ncl ude:

- Ceneral economc and weather conditions in the areas in which we have
oper ations;

- Conpetitive factors and the effects of restructuring in the electric
natural gas, and tel econmuni cations industries;

- Sanctity and enforceability of contracts;
- Market prices;

- Environmental laws and policies and federal and state regulatory and
| egi sl ative actions;

- Drilling successes in oil and natural gas operations;

- Changes in foreign trade and nmonetary poli cies;

- Laws and regulations related to forei gn operations;

- Tax rates and policies and interest rates; and

- Changes in accounting principles or the application of such principles.
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Strat egy

W are focused on growing Touch Anerica’ s revenues and earnings as
denonstrated by the expansion of our fiber-optic network, which we expect to
span nore than 26,000 nmiles by the end of 2001. |In pursuing this strategy, we

will continue to investigate different approaches, including asset purchases
and sales, the issuance of securities, and other transactions that nay
materially affect our results of operations, liquidity, and capital resources.

We expect to expand Touch Anmerica' s business, |everaging off of the
fiber network and selling a broad array of comunications products and
services primarily focused on whol esale and commercial narkets. We expect
Touch Anerica to focus its efforts initially in the western United States, but
to expand nationally as the network is conpleted. For a discussion of how we
intend to use net proceeds from the sales of our energy businesses, see the
“Proposed Divestiture of Energy Businesses” section of Note 1, “Deregul ation
Regul atory Matters, Sale of Electric Generating Assets, and Proposed
Di vestiture of Energy Businesses.”

Results of Operations

The follow ng discussion describes significant events or trends that
have had an effect on our operations or which we expect to have an effect on
our future operating results. W have adjusted all 1999 share and earnings-
per-share information to reflect the two-for-one stock split effective
August 6, 1999.

For the Six Months Ended June 30, 2000 and 1999:
Net | ncome Per Share of Common Stock (Basic)

Year-to-date earnings were $0.62 per share, $0.10 per share nore than
year-to-date 1999 earnings of $0.52 per share, an increase of 19 percent
Uility earnings were $0.06 per share, conpared with $0.18 per share |ast
year, a decrease of 67 percent. Nonutility earnings were $0.56 per share, up
$0.22 per share, or 65 percent, from the $0.34 per share figure of a year
earlier.

Uility Operating Incone

- Incone from electric wutility operations decreased approxinmately
$38, 200, 000 conpared with the six nmonths ended June 30, 1999, mainly
because of the effects of the fourth quarter 1999 sale of our
electric generating assets and the voluntary rate reduction that
becanme effective on February 2, 2000.

- Incone from our nat ur al gas utility operations i ncreased
approxi mately $300, 000 during the period nmainly because of increases
in rates that becane effective on Decenber 10, 1999 and April 1,
2000.

Nonutility Operating | ncone

- Incone from our tel ecommuni cations operations decreased approxi mately
$1, 900, 000 conpared with the first six nmonths of 1999, principally as
a result of decreased earnings from unconsolidated investnents and
i ncreased operating expenses.

- Incone from our coal operations decreased approximtely $4,000, 000
during the period principally because of |ower revenues — resulting
froma decrease in tons sold as a result of schedul ed nmai ntenance and
unpl anned outages at the generating plants in Colstrip, Mntana and
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schedul ed nmmi ntenance at the generating plants in Jewett, Texas — and
hi gher reclamati on, mai ntenance, and di esel fuel costs.

- Inconme from our independent power operations increased approxinmately
$29, 300, 000 during the period. On June 30, 2000, Continental Energy
Services sold its equity interest in a partnership that owned the
Brazos project in Oeburne, Texas. As a result of this transaction,

Cont i nent al Energy recorded a pretax gain of approxi mately
$34, 300, 000.
- Gl and natural gas operating inconme increased approxinmately

$11, 800,000 during the period, resulting from significantly higher
commodi ty prices.

For conparative purposes, the following table shows consolidated basic
net incone per share by principal business segnent.

Si x Mont hs Ended

June 30, June 30,

2000 1999
Uility Operations $ 0.06 $ 0.18
Nonutility Operations 0. 56 0.34
Consol i dat ed $ 0.62 $ 0.52
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UTI LI TY OPERATI ONS

For Si x Months Ended

June 30, June 30,
2000 1999

(Thousands of Dol | ars)
ELECTRI C UTI LI TY:

REVENUES:
RevenuUesS. . . ... $ 203,065 $ 221,977
Intersegment revenuUeS. .. ...t e 1, 890 6, 468
204, 955 228, 445
EXPENSES:
Power supply. ... ... e 105, 856 69, 565
Transmi ssion and distribution......................... 19, 447 22,408
Selling, general, and adnministrative.................. 24,162 27,563
Taxes other than inconme taxes............ ... ... 18, 825 25, 289
Depreciation and anortization......................... 18, 395 27,173
186, 685 171, 998
| NCOVE FROM ELECTRI C OPERATIONS. .. ... ... ... 18, 270 56, 447
NATURAL GAS UTILITY:
REVENUES:
Revenues (other than gas supply cost revenues)........ 44, 687 41, 621
Gas supply COSt revenues. ... .. ... ..y 22, 267 21,114
Intersegment revenuUesS. .. ... 235 336
67, 189 63,071
EXPENSES:
Gas sUPPlY COStS. .. vt e 22, 267 21,114
O her production, gathering, and exploration.......... 532 1,134
Transm ssion and distribution......................... 7,795 7,303
Selling, general, and administrative.................. 13,601 10, 532
Taxes other than income taxes......................... 6, 847 7,270
Depreci ation, depletion, and anortization............. 4,780 4,640
55, 822 51,993
| NCOVE FROM NATURAL GAS OPERATIONS. ................... 11, 367 11, 078
| NTEREST EXPENSE AND OTHER | NCOVE
[Nt erest . ... .. 23, 228 28, 880
Distributions on mandatorily redeenable preferred
securities of subsidiary trusts..................... 2,746 2,746
Qher income — net........ .. .. (11, 575) (2,318)
14, 399 29, 308
I NCOVE BEFORE | NCOVE TAXES. . .. ..o 15, 238 38, 217
INCOVE TAXES. . .ottt e e e 7, 302 16, 669
DI VIDENDS ON PREFERRED STOCK. . .. ...ttt 1, 845 1, 845
UTI LI TY NET | NCOVE AVAI LABLE FOR COVMON STOCK. .......... $ 6, 091 $ 19, 703
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UTI LI TY OPERATI ONS

Electric Uility

Wth the sale of our electric generating assets, we reduced our utility
net plant by approximtely $497, 000, 000. Since we no |longer earn an equity
rate of return on those assets, we experienced a decline in utility earnings,
as expect ed.

Prior to the sale, revenues covered the costs of operating the
generating plants, taxes and interest, and earned a return on our
shar ehol ders’ investnent. Since the sale, we continue to bill for energy
supply, but now these revenues cover the costs to purchase power to serve our
core custormers. These costs no longer fluctuate based on actual operating
results, but are fixed based on an allocated cost-of-service price. Wi | e
revenues from sales to our core custoners were not affected by the sale, we
now pay the profit conponent of revenues - which previously represented the
return on our shareholders’ investnent - as part of purchased power expenses.
Buyback contracts allow us to purchase power necessary to serve our core
custonmers through the transition period ending in 2002. The price in the
buyback contracts, $22.25/ MW, represents our net fully allocated costs of
service in current rates, replacing operations and nmaintenance expense,
property tax expense, depreciation expense, and return on investnent. We
refl ect the costs of purchased power under the buyback contracts in operating
expenses as power supply expenses.

As discussed above in the “Regulatory Matters” section of Note 1,
“Deregul ation, Regulatory Matters, Sale of Electric GCenerating Assets, and
Proposed Divestiture of Energy Businesses we filed a request for a rate
increase with the PSC in August 2000. In January 2000, as a result of
proceeds from the sale of our electric generating assets exceeding the book
val ue of those assets, we filed a rate reduction request with the PSC for
approxi mately $16, 700,000 annually. This rate reduction, which was voluntary
pending a final determnation by the PSC of our Tier Il issues, becane
effective on February 2, 2000. For additional information on the Tier Il
filing, see Note 4, “Deregulation and Regulatory Matters,” of our 1999 Annua
Report on Form 10-K

The following table categorizes revenues and volunes into GCenera
Busi ness Revenues, Sales To OQther Utilities, Oher, and Intersegnent. It also
shows Bundl ed Revenues and Distribution Only Revenues separately for GCenera
Busi ness Revenues. While we no longer supply the electricity for custoners
who have chosen other comodity suppliers, we continue to earn transnission
and distribution revenues for noving their electricity across our transmn ssion
and distribution |ines. We reflect transmi ssion revenues as O her Revenues
and distribution revenues as Distribution Only Revenues. We expect O her
revenues to continue to increase as additional customers nove to choice. For
custonmers who have not chosen other suppliers, Bundl ed Revenues reflect fully
bundl ed rates for supplying, transmitting, and distributing electricity. W
expect these revenues to continue to decrease as additional custoners nove to
choi ce.
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Revenues

Power Supply Expenses Vol ures
(Thousands of Dollars) (Thousands of M)
6/ 30/ 00 6/ 30/ 99 6/ 30/ 00 6/ 30/ 99
REVENUES:
GENERAL BUSI NESS BUNDLED REVENUES:
Residential .......... ... ... ... ... ... $ 61,813 $ 64,861 (5)% 960 974 (1)%
Smal | commercial, small industrial,
and government and municipal ........ 70, 457 78,610 (10) % 1,170 1, 288 (9) %
Large comercial, large industrial.... 19, 698 23,248 (15) % 532 743 (28) %
Irrigation and street lighting........ 6, 425 6, 169 4 % 65 45 44 %
Total ... 158, 393 172, 888 (8)% 2,727 3, 050 (11) %
GENERAL BUSI NESS DI STRI BUTI ON ONLY
REVENUES:
Residential ............. .. ... .. ...... 118 - - 4 - -
Smal | commercial, small industrial,
and governnent and rnunicipal ........ 2,322 724 221 % 139 40 248 %
Large commercial, large industrial.... 3, 256 3,943 (17) % 954 577 65 %
Total ... 5, 696 4,667 22% 1, 097 617 78 %
TOTAL CGENERAL BUSI NESS REVENUES. . ... 164, 089 177, 555 (8)% 3,824 3, 667 4 %
SALES TO OTHER UTILITIES. . ............ 25,920 34,542 (25) % 655 1,781 (63) %
OTHER. . . s 13, 056 9, 880 32 %
INTERSEGMVENT . . .. .. .. 1, 890 6, 468 (71) % - 58 -
TOTAL ..o $204,955 $228, 445 (10) % 4,479 5, 506 (19) %
PONER SUPPLY EXPENSES:
Hydroelectric......................... - 10, 731 - - 2, 000 -
................................. - 26,994 - - 2,249 -
Purchased power and other............. 105, 856 31, 840 232% 3, 899 924 322 %
............................... $105, 856 $ 69, 565 52% 3, 899 5,173 (25) %
Dol | ars per MM $ 27.15 $ 13.45

Income from electric utility operations decreased approximtely

$38, 200, 000, or 68 percent conpared to the six nobnths ended June 30, 1999
primarily because of the effects of the sale of our electric generating assets
and the voluntary rate reduction di scussed above.

Revenues: Revenues decreased approxinmately $23,500,000 conpared with

year-to-date 1999, primarily due to the effects of the followi ng itens:

General Busi ness: These revenues decreased approxi mately $13, 500, 000
mainly from the voluntary rate reduction discussed above, custoners
continuing to choose other suppliers, and a weather-related reduction in
vol umes sold resulting from weat her 10 percent warner than nornmal and 3
percent warner than in 1999. An increase in general business prices to
recover the cost of public-purpose prograns in accordance wth the
Uni versal System Benefits Charge requirenents of the Electric Act
mtigated the effects of decreased revenues. The effect on earnings of
the volume decreases from warmer weather and custoner choice were
partially offset by correspondi ng decreases in purchased power costs.

Sales to Oher UWilities: These revenues decreased approxi mtely
$8, 600, 000 because, with the sale of our generating assets, we no |onger
sell surplus generation in the secondary nmarkets. However, our

affiliate, The Montana Power Trading & Marketing Conpany (MPT&V
transferred to the utility an index-based purchase contract that we have
been using to supply power to a large industrial customer since the sale
of our generating assets. We have been selling all power purchased
under the index-based contract not used by our industrial customer in
t he secondary narket at significantly higher prices.

O her: These revenues increased approxi mately $3,200,000 nmainly from
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transmtting energy for PPL Mntana and custoners who chose other
suppliers. W reflect transm ssion revenues from custoners who are not
supplied by us as OQther revenues in the table above. Prior to the
generation sale, the energy transmtted for PPL Montana was generated by
us and sold by MPT&M in the secondary markets, w th MPT&M using our

lines to transmit the energy across our service territory. The
transm ssion of this energy was reflected as Intersegnent revenues in
the table above. We report transm ssion revenues from customers who

have not chosen other suppliers as General Business revenues.

I nt er segnent : These revenues decreased approximately $4, 600,000
principally because MPT&M no | onger engages in secondary-market sales
requiring the use of our lines to transnmit surplus generation. As

di scussed above, an increase in Qher revenues fromtransmtting energy
for PPL Montana partially offset this decrease.

Expenses: Power - suppl y expenses i ncreased; transm ssi on and
di stribution expenses decreased; selling, general, and adnm nistrative (SGRA)
expenses decreased; taxes other than inconme taxes decreased; and depreciation
and anortization expenses decreased for the six nonths ended June 30, 2000
when conpared with the six nmonths ended June 30, 1999. These expenses changed
because of the effects of the following itenms, nobst of which, as discussed
were attributable to the generation sale:

Power -supply expenses increased approxinmately $36, 300, 000, mai nl y
because of increased purchased power costs required to supply electric
energy to our core custoners, along with a higher average price for
whol esal e power under the index-based purchase contract nentioned above.
The increase was partially offset by a decrease in purchased power
resulting from warner weather and custoners choosing other suppliers.
As di scussed above, the increase in purchased power costs attributable
to the generation sale is recoverable in rates.

Transm ssion and distribution wheeling expenses decreased approxi mately
$3,000,000 primarily because, as discussed above, we are no |onger
selling surplus generation in the secondary nmarkets. As a result, we
did not incur the costs associated with using other utilities’ I|ines
outside our service territory to transnit this energy.

SGRA expenses decreased approximately $3,400,000 nmminly due to a
decrease in regulatory anortizations and pension expense, both related

to the generation sale. Increased energy-efficiency and public-purpose
program costs in conpliance with the Electric Act partially offset these
decr eases. In accordance with the Electric Act, we collect the costs

associated wth the energy-efficiency and public-purpose prograns
t hrough a separate component of rates.

Taxes other than income taxes and depreciation expense decreased a tota
of approximately $15,200,000 as a result of the sale of nobst of our
generation plant.

Regul atory: For nore information on our August 2000 filing with the PSC,
in which we are seeking increased annual electric revenues, see Note 1,
“Deregul ation, Regulatory Matters, Sale of Electric GCenerating Assets, and
Proposed Divestiture of Energy Businesses,” under “Regulatory Matters.”

Natural Gas Uility

The following table categorizes revenues and volunes into Genera
Busi ness Revenues, Sales to Oher Wilities, Transportation, and O her
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REVENUES:

Resi denti al

Smal | commercial, small industrial,
and governnent and rnunicipal ........

General business revenues.............

Less: Gas supply cost

revenues (GSC) . ...,
General business revenues

without GSC.......... . ... .. ... ...

Sales to other utilities..............
Transportation........................
Qher. ... ...

Revenues

Vol unes*

(Thousands of Doll ars)

(Thousands of Dkt)

*A Dekat herm neasures the heat used and is

Income from natural gas operations increased approximtely $300, 000,

6/ 30/ 00 6/ 30/ 99 6/ 30/ 00 6/ 30/ 99

$ 39,026 $ 36, 365 7 % 6, 580 7,026 (6) %
18, 928 17, 028 11 % 3, 203 3,334 (4) %
57, 954 53, 393 9 % 9, 783 10, 360 (6) %

22, 267 21,114 5 % - - -
35, 687 32,279 11 % 9, 783 10, 360 (6) %
480 459 5 % 158 171 (8)%
8, 050 8,011 - 11, 795 12, 280 (4)%

470 872 (46)% - - -
$ 44,687 $ 41,621 7 % 21,736 22,811 (5) %

the basis of how we bill our custoners.
or

3 percent, when conmpared with the six nonths ended June 30, 1999.

Revenues:

to increased General Business

customer growt h.
effects of the increase.

revenues

of

our

Commerci al custoners have chosen ot her

| onger supply the natural

gas

for

resulting from increased

transportation revenues from noving their
We reflect these revenues as Transportation revenues in the table above.

Expenses:

Operating expenses -

Weat her-rel ated decreases
f or mer
commodity suppliers and,
t hose customers, we still

nat ur al

consi sting of

production, gathering, and exploration expenses;

I ndustri al

gas through our

Revenues increased approxi mately $4, 100,000, principally due

rates and

in volumes sold reduced
Lar ge

t he

and Large

while we no
earn

pi pel i nes.

gas supply costs;
transm ssion and distribution

ot her

expenses; and SGRA expenses i ncreased approximately $4,100,000 chiefly
because of increased SGRA expenses resulting mainly fromincreased incentive-
conpensation accruals and m scellaneous administrative itens. Taxes ot her

than inconme taxes decreased approxi mately $400, 000 principally due to our June

2000 settlenent of a property

Revenue.
approxi mat el y $500, 000.

Regul atory: In August

tax dispute with
As a result of this settlement,

the Montana Depart nment

of

we reduced property tax expense by

1999, we filed a natural

gas rate case with the

PSC that resulted in an interimincrease of $7,600,000 effective on Decenber
becane effective on

10, 1999, and an additi onal

April 1, 2000. For nore information on our

in which we are seeking increased annual
Sal e of

“Deregul ation, Regulatory Matters,

Proposed Divestiture of Energy Businesses,”

Uility Interest Expense and O her

| ncone

nat ur al

i ncrease of $2,800, 000 that
August

2000 filing with the PSC,

gas

revenues,
El ectric Cenerating Assets,

under “Regul atory Matters.”

I nt erest expense decreased approxi mately $5,700,000 with the net
of long-term debt in late 1999 and early 2000 and the decrease in
mtigation

expense related to the Kerr

Pr oj ect

with our sale of the generation
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approxi mately $9, 300,000 prinerily because of
hi gher cash bal ances held in 2000 conpared to 1999.

liability, which was
G her |Inconme - Net
i nt erest

see Note 1,
and

retirenent

i nt er est
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i ncreased
i ncome earned on the



NONUTI LI TY OPERATI ONS

For Si x Mont hs Ended

June 30, June 30,
2000 1999

(Thousands of Dol | ars)
TELECOVMUNI CATI ONS

REVENUES:
REVENUES. . .t $ 52,639 $ 41,129
Earni ngs from unconsolidated investnments.............. (265) 2,100
Intersegment revenuUeS. .. ...t 727 354
53,101 43, 583
EXPENSES:
Qperations and maintenance. ...............c.oiiven... 24, 383 17, 828
Selling, general, and adnministrative.................. 8, 646 5,670
Taxes other than inconme taxes............ ... ... 2,290 1, 425
Depreciation and anortization......................... 5, 540 4,524
40, 859 29, 447
| NCOVE FROM TELECOVMUNI CATI ONS OPERATIONS. . ............. 12, 242 14,136
COAL:
REVENUES
RevenUesS. . . ... 104, 767 92, 217
Intersegment revenuUeS. .. ...t 6, 040 19,740
110, 807 111, 957
EXPENSES:
Qperations and maintenance. ..............couiiuen... 70, 904 68, 862
Selling, general, and administrative.................. 10, 353 9,762
Taxes other than incone taxes......................... 13, 132 13, 014
Depreci ation, depletion, and anortization............. 3,810 3,684
98,199 95, 322
I NCOVE FROM COAL OPERATIONS. ... ... i 12, 608 16, 635
| NDEPENDENT POWER:
REVENUES:
RevVenUEeS. . . . .. 33, 681 36, 968
Earni ngs from unconsolidated investnents.............. 43, 909 9, 464
Intersegment revenues. . ... ... ..t 264 663
77,854 47, 095
EXPENSES:
Qperations and maintenance. ..............couiiuen... 32,118 31,911
Selling, general, and administrative.................. 2,705 1,811
Taxes other than incone taxes............. ... . ........ 1, 147 919
Depreciation and anortization......................... 1, 669 1,561
37,639 36, 202
| NCOVE FROM | NDEPENDENT PONER OPERATIONS. ............... $ 40, 215 $ 10, 893
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NONUTI LI TY OPERATI ONS (conti nued)

For Si x Months Ended

June 30, June 30,
2000 1999

(Thousands of Dol | ars)
O L AND NATURAL GAS

REVENUES
Revenues . ... .. $ 187,690 $ 145,554
Intersegnment revenuesS .. ........ . 9,725 8,312
197, 415 153, 866
EXPENSES:
Qperations and maintenance ...............uuuiunnnn.. 152, 305 125, 067
Selling, general, and administrative ................. 10, 486 8, 960
Taxes other than income taxes ................. ..., 3,601 2,577
Depreci ation, depletion, and anortization ............ 13, 440 11,519
179, 832 148, 123
| NCOVE FROM O L AND NATURAL GAS OPERATIONS ........... 17, 583 5,743
OTHER OPERATI ONS
REVENUES:
REVENUES . . o 6, 491 19, 124
Intersegment revenues .. ..... .. ... 1, 995 1, 002
8, 486 20, 126
EXPENSES:
Operations and maintenance ............... ..., 4,542 18, 887
Selling, general, and admnistrative ................. 981 1, 027
Taxes other than income taxes .................. ... 734 612
Depreciation and anortization ........................ 2,679 2,254
8, 936 22,780
LOSS FROM OTHER OPERATIONS . .. ..o e (450) (2, 654)
| NTEREST EXPENSE AND OTHER | NCOVE
[Nt erest . ... 1, 327 3,358
Qher inNCOME — Net . ... ... s (7,118) (9, 915)
(5,791) (6, 557)
I NCOVE BEFORE | NCOVE TAXES. . ...t it 87,989 51, 310
INCOVE TAXES. . .ttt e e e e e 28, 229 13, 785
NONUTI LI TY NET | NCOVE AVAI LABLE FOR COMMON STOCK. . ...... $ 59, 760 $ 37,525
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NONUTI LI TY OPERATI ONS
Tel ecomuni cati ons Operati ons

Inconme from our tel ecommunications operations decreased approxi mately
$1, 900, 000 conpared with the six nonths ended June 30, 1999, prinarily due to
| ower net earnings fromour unconsolidated i nvestnents and i ncreased operating
expenses.

Revenues: Excl udi ng earni ngs from unconsol i dated investnents, revenues
i ncreased approxi mately $11, 900,000, or 29 percent. This increase principally
consists of the effects of the follow ng el ements:

I ncreased network-services revenues, including private-line and Loca
Mul ti-Point Distribution Services revenues, of approximately $9, 000, 000,
primarily as a result of an increase in custonmer growth.

Increased switched-services revenues, i ncluding |ong-distance and
Internet services and sales for resale revenues, of approximtely
$1, 000, 000 mai nl'y because of custoner grow h.

Decreased equi pnent revenues of approximately $3,800,000 nainly
resulting from 1999 equi prment upgrades to address Year 2000 concerns and
1999 sales to a school district.

Increased revenues of approxi mately  $5,300,000 associated with
infrastructure investnments for a PCS joint venture for which a Touch
Anerica affiliate provided equipnment and engineering and construction
servi ces.

The following table shows changes from the previous year, in mllions of
dollars, in swtched-services revenues (excluding Internet services and sal es
for resal e revenues) and rel ated percentage changes in mnutes sold, price per
m nute, and customer grow h:

For The Six Months Ended

June 30, June 30,
2000 1999
Revenues ..................... $ - $ 2
Mnutes sold................. 2 % 39 %
Price per minute............. (1) % (8)%
Customer growth.............. 18 % 33 %

Earni ngs from unconsolidated investnents were approximately $2,400, 000
| ower conpared with the same period in 1999, prinmarily because of two itens.
W had anticipated |osses of approximately $1,000,000 related to Touch
Anerica’'s equity interest in the Mnnesota PCS, LP joint venture. W expect
this venture to continue to incur |osses through 2003 as it expands its
network and increases its marketing efforts. For the renainder of 2000, we
estimate Touch America’s share of these anticipated | osses to be an additiona
$300, 000 - $400, 000 per nonth. Earnings from dark-fiber transactions,
primarily from the FTV Communications LLC joint venture, were approximtely
$2,200,000 lower than in 1999 as a result of the substantial conpletion of
FTV's network during the second quarter of 1999. These decreases were
partially offset by net earnings from other joint ventures in which Touch
America owns equity interests.

Expenses: Qperations and mai nt enance expenses increased approxi mately

$6, 600, 000 and SGRA expenses increased approxi mately $3, 000,000, attributable
chiefly to increased custoners, increased expenses and salaries as we expand
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Touch Anerica’ s infrastructure, and increased marketing efforts. Taxes other
than income taxes increased approximately $900, 000, representing expansion of
Touch Anerica' s fiber-optic network, partially offset by revised property tax
assessed values for 2000. Depreciation and anortization expense increased
approxi mately $1, 000, 000, again representing increased plant in service.

Significant Acquisition: On June 30, 2000, Touch Anerica closed its
previously announced stock purchase from Qnest. As a result of the
acqui sition, we expect Touch Anerica’s operating revenues; operating expenses,
i ncluding depreciation and anortization expenses; and operating incone to
i ncrease. For nore information on this acquisition, see our Form 8-K filed
with the Securities and Exchange Conmission on July 17, 2000, and Note 10,
“Acquisition of Properties from Qaest.”

Coal Qperations

I ncone from our coal operations decreased approxi nately $4, 000,000 when
conpared with the first six nonths of 1999.

Revenues: Revenues from Western Energy’'s Rosebud M ne approxi mately
i ncreased $1, 400,000, largely attributable to sales to a midwestern utility
under a new contract and a 3 percent increase in average revenue per ton for
coal sold to the Colstrip Units. The average revenue per ton increase was
primarily the result of a one-time $2,700,000 refund in the first quarter of
1999 to a custoner for final pit reclamation funds previously collected. The
customer has agreed to be responsible for a portion of all final pit
recl anati on expenses in the future. These increases were partially offset by
an 8 percent decrease in tons of coal sold to the Colstrip Units as a result
of scheduled nmaintenance and unplanned outages at the generating plants.
Revenues from Northwestern Resources’ Jewett Mne decreased approximtely
$2,500,000 as a 10 percent decrease in tons sold, due to schedul ed mai nt enance
at Reliant Energy's generating plants, nmore than offset a 5 percent increase
in average revenue per ton. Average revenue per ton increased as a result of
hi gher reinbursable mning costs per ton and slight increases in contract
prices. Sales of approxinmtely $500,000 of petroleum coke to Reliant Energy
in 2000 al so augnmented Nort hwestern Resources’ revenues.

Expenses: Operations and mai nt enance expenses increased approxi mately
$2,000,000 due to higher equipnent rental, reclamation, nmaintenance, and
di esel fuel costs. These increases were partially offset by |ower contract
stripping expenses.

| ndependent Power Operations

Year-to-date 2000 incone from our independent power operations increased
approxi mately $29, 300, 000 conmpared with year-to-date 1999.

Revenues: Excl udi ng earni ngs from unconsol i dated investnents, revenues
decreased approxi mately $3, 700,000 nainly because of the effects of a Decenber
1999 agreenment with the Los Angel es Departnent of Water and Power (LADWP).
The 1 ndependent Power G oup’s Colstrip 4 Lease Managenent Division sold the
| eased share of Colstrip Unit 4 generation to LADW and, in Decenber 1999, the
governi ng agreenent was termnated and a new agreenent, expiring in Decenber
2010, was established. W received approxi mately $106, 000,000 from the LADWP
in Decenber 1999, which we are recognizing in earnings over the new agreenent
period. The new agreement results in | ower net revenues over future periods,
but allowed us to extract the value of the existing agreenent and reinvest the
proceeds.

Wth Continental Energy’'s sale of its equity interest in the Brazos

project in Texas, earnings from unconsolidated investnments increased
approxi mately $34, 400, 000. A third party purchased all of the equity
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interests of the partnership that owned the project, including the ownership
interest of Continental Energy. As a result of this sale, we recorded a
pretax gain of approximately $34,300,000. Wth this sale, we mtigated risks
associated with a contract dispute between the partnership and the power
purchaser regarding the terns of the power-purchase agreenent.

Expenses: SGRA expenses increased approxi mately $900, 000 mainly due to
costs associated with inplenenting our enterprise resource information system
and increased incentive-conpensation accrual s.

Ol and Natural Gas Qperations

Incone fromour oil and natural gas operations for the six nonths ended
June 30, 2000, as conpared with the six nonths ended June 30, 1999, increased
approxi mately $11, 800, 000.

Revenues: The foll owi ng table shows changes fromthe previous year, in
mllions of dollars, in the various classifications of revenues and the
rel ated percentage changes in volunes sold and prices received:

al -revenue $ 4
-vol unme 5 %
-price/ bbl 119 %
Nat ural Gas -revenue $ 24
-vol unme (10) %
-pricel/ Mcf 30 %
Nat ural gas |iquids -revenue $ 12
-vol unme 38 %
-price/ bbl 49 %
M scel | aneous $ 4

Q| revenues were higher as inproved prices and increased production from
our U S. properties nore than offset |ower production in Canada. The inproved
natural gas revenues were primarily the result of higher conmodity prices and
i ncreased production fromour reserves. Partially offsetting these increases
were |ower trading revenues due to a shift from physical trades to financia
trades in sone of our Canadian operations, resulting in |ower overall natura
gas physical volunes. Operational changes at the natural gas processing plant
in Fort Lupton, Colorado caused the increased natural gas |iquids volunes.
The higher volunes and market prices account for the increased revenues.
| mproved processing revenues at the Colorado plant resulted in higher
m scel | aneous revenues.

Expenses: Operations and mai nt enance expenses increased approxi mately
$27, 200, 000, mainly because higher prices caused an increase in the purchased
natural gas and natural gas liquids costs. Decreased gas purchases in Canada
partially offset these increases. Also, royalty expense increased due to the
hi gher val ue of production from our reserves. Taxes other than incone taxes
i ncreased approximately $1,000,000 for the same reason royalty expense was
hi gher. Depreciation, depletion, and anortizati on expenses were approxi mately
$1, 900, 000 hi gher because of increased oil and natural gas production from
owned reserves.

O her Operations
Revenues and expenses of other operations decreased primarily because
in the second quarter of 2000, MPT&M transferred all contracts related to the

electric utility's supply contract with a large industrial customer to the
utility, retroactive to January 1, 2000. Revenues and expenses associated with
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these contracts included revenues from sales in the secondary narkets,
expenses for purchased power, and gains associated with a derivative financi al

instrunment entered into to mitigate our comodity price risk. For nore
i nformati on  about the industrial-supply contract, see Footnote 3,
“Comm tments,” of our 1999 Annual Report on Form 10-K, under *“Sales

Commitrents,” and Item 7A of our Annual Report on Form 10-K, “Quantitative and
Qualitative Disclosures About Market Risk,” under the “WUility” section of the
“Qther Than Tradi ng Agreenments” di scussion.

Nonutility Interest Expense and Ot her |ncone

Mai nly because of reduced short-term borrow ngs, interest expense
decreased approximately $2,000, 000. O her Income - Net decr eased
approxi mately $2, 800,000 primarily because the funds avail able for investments
in the first six months of 2000 were less than the funds available for
investments in the first six nonths of 1999. In addition, we recorded a |oss
of approximately $700,000 on the disposition of a subsidiary that conducted
operations associated with our fornmer Brazilian gold-mning activities.
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Quarter Ended June 30, 2000 and 1999
Net I ncome Per Share of Common Stock (Basic)

We reported consolidated basic net incone of $0.34 per share in the
second quarter, an increase of nearly 55 percent when conpared with second
quarter 1999 consolidated basic net incone of $0.22 per share. Uility
earni ngs for the second quarter 2000 decreased $0.07 per share, from earnings
of $0.05 per share to a loss of $0.02 per share. Nonutility earnings for the
second quarter 2000 nore than doubled, increasing from $0.17 per share to
$0.36 per share, due in large part to the gain resulting fromthe sale of our
equity interest in the Brazos independent power project.

The Decenber 17, 1999, sale of substantially all of our electric
generating assets with a book value of approximtely $497,000,000 to PPL
Mont ana reduced our utility's net inconme for second quarter 2000 conpared with
second quarter 1999. In addition, the voluntary electric rate reduction
effective in early February 2000 negatively affected our results.

In the nonutility sector, Continental Energy Services sold its equity
interest in the Brazos generating project in C eburne, Texas on June 30 and
recorded a pretax gain of approximately $34,300,000. |In addition, our oil and
natural gas operations reported inmproved earnings as a result of higher
commodi ty prices.

Quarter Ended

June 30, June 30,

2000 1999
Uility Operations $ (0.02) $ 0.05
Nonutility Operations 0. 36 0.17
Consol i dat ed $ 0.34 $ 0.22
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UTI LI TY OPERATI ONS

Quarter Ended

June 30, June 30,
2000 1999

(Thousands of Dol | ars)
ELECTRI C UTI LI TY:

REVENUES:
RevenuUesS. . . ... $ 101,574 $ 105, 443
Intersegment revenuUeS. .. ...t e 320 2,778
101, 894 108, 221
EXPENSES:
Power supply. ... ... e 57,707 30, 878
Transmi ssion and distribution......................... 10, 390 10, 731
Selling, general, and adnministrative.................. 9, 460 13, 810
Taxes other than inconme taxes......................... 9, 100 12,535
Depreciation and anortization......................... 9, 238 13,494
95, 895 81, 448
| NCOVE FROM ELECTRI C OPERATIONS. .. ... ... . .. 5,999 26,773
NATURAL GAS UTILITY:
REVENUES:
Revenues (other than gas supply cost revenues)........ 15, 220 15, 328
Gas supply COSt revenues. .. .. ..... .. 6, 940 7,062
Intersegment revenuUesS. .. ...t 32 137
22,192 22,527
EXPENSES:
Gas sUPPlY COStS. ..t 6, 940 7,062
O her production, gathering, and exploration.......... (218) 341
Transm ssion and distribution......................... 4,172 3, 667
Selling, general, and administrative.................. 6, 456 4,777
Taxes other than income taxes......................... 3,115 3, 453
Depreci ation, depletion, and anortization............. 2,412 2,289
22,877 21, 589
| NCOVE (LOSS) FROM GAS OPERATIONS. . ....... ... (685) 938
| NTEREST EXPENSE AND OTHER | NCOVE
[Nt erest . ... .. 10, 194 14, 442
Distributions on mandatorily redeenmabl e
preferred securities of subsidiary trusts........... 1,373 1,373
Qher income — net........ .. .. (4,986) (1,034)
6, 581 14, 781
I NCOVE (LOSS) BEFORE INCOVE TAXES. ... ..., (1, 267) 12, 930
INCOVE TAXES. . .ttt e e e e e (212) 5,995
DI VIDENDS ON PREFERRED STOCK. . .. ...ttt 922 922
UTI LI TY NET | NCOVE AVAI LABLE FOR COVMON STOCK. .......... $ (1,977) $ 6,013
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UTI LI TY OPERATI ONS

Electric Wility

Revenues
Power Supply Expenses Vol urmes
(Thousands of Dollars) (Thousands of M)
6/ 30/ 00 6/ 30/ 99 6/ 30/ 00 6/ 30/ 99

REVENUES:
GENERAL BUSI NESS BUNDLED REVENUES:
Residential .......... ... ... ... ... ... $ 25,750 $ 28,726 (10) % 418 443 (6) %
Smal | commercial, small industrial,

and government and municipal ........ 32,916 37,077 (11) % 568 644 (12) %
Large comercial, large industrial.... 9, 910 10, 954 (10) % 271 296 (8)%
Irrigation and street lighting........ 4,002 3,673 9 % 51 30 70 %

Total oo 72,578 80,430 (10)% 1,308 1,413 (M %
CGENERAL BUSI NESS DI STRI BUTI ON ONLY
REVENUES:
Residential ............. .. ... .. ...... 62 - - 2 - -
Smal | commercial, small industrial

and governnent and rnunicipal ........ 1, 300 497 162 % 79 29 172 %
Large commercial, large industrial.... 1,511 1,303 16 % 475 352 35 %

Total ....... . .. . . 2,873 1, 800 60 % 556 381 46 %

TOTAL GENERAL BUSI NESS REVENUES. .. .. 75, 451 82, 230 (8)% 1, 864 1,794 4 %
SALES TO OTHER UTILITIES. ............. 20, 668 18, 099 14 % 501 910 (45) %
OTHER. . . s 5, 455 5,114 7 %
INTERSEGVENT . . . ... e 320 2,778 (88) % - 25 -

TOTAL ... $101,894 $108, 221 (6) % 2, 365 2,729 (13)%
PONER SUPPLY EXPENSES:
Hydroelectric......................... - 5, 270 - - 1,130 -
Steam. .. ... - 14, 007 - - 980 -
Purchased power and other............. 57, 707 11, 601 397 % 2,007 373 438 %

Total ...... .. . . . $ 57,707 $ 30,878 87 % 2,007 2,483 (19) %
Dol | ars per MM $ 28.75 $ 12.44

Income from electric utility operations decreased approximtely
$20, 800, 000, or 78 percent conpared to the same period in 1999, primarily
because of the effects of the sale of our electric generating assets and the
voluntary rate reduction effective February 2, 2000.

Revenues: Second quarter 2000 revenues decreased approxi mtely
$6, 300,000 conpared with the second quarter of 1999 principally for the
reasons nentioned above in the six-nonths-ended discussion. Weat her was 8

percent warmer than nornmal and 20 percent warmer than in 1999.

Expenses: Power - suppl y expenses i ncreased; transm ssi on and
di stribution expenses decreased; SGA expenses decreased; taxes other than
i ncome taxes decreased; and depreciation and anortization expenses decreased
for second quarter 2000 conmpared with second quarter 1999. These changes were
mainly the result of the reasons nentioned above in the discussion of the six
nont hs ended June 30, 2000.
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Natural Gas Utility

Revenues Vol unes
(Thousands of Doll ars) (Thousands of Dkt)
6/ 30/ 00 6/ 30/ 99 6/ 30/ 00 6/ 30/ 99
REVENUES:
Resi denti al $ 12,174 $ 12,375 (2)% 1, 808 2,278  (21) %
Smal | commercial, small industrial,
and governnent and rnunicipal ........ 5,798 5,703 2 % 857 1, 059 (19) %
General business revenues............. 17,972 18,078 (1) % 2, 665 3,337 (20) %
Less: Gas supply cost
revenues (GSC) .......... ... 6, 940 7,062 (2) % - - -
Gener al business revenues
without GSC.......... . ... .. ... ... 11, 032 11, 016 - 2,665 3, 337 (20) %
Sales to other utilities.............. 183 171 7 % 53 57 (7)%
Transportation........................ 3,721 3,819 (3)% 4, 880 5, 437 (10) %
QL her .. 284 322 (12)% - - -
Total ... $ 15,220 $ 15,328 (1)% 7,598 8, 831 (14) %

Income from natural gas operations decreased approxi nately $1, 600,000
decr eased

conpared to the same period in 1999.
approxi mately $300,000 in the second quarter

Natural gas
mainly as a result of a weather-

revenues

rel ated decrease in volunmes sold, which nore than offset the increase in rates
referred to in the year-to-date discussion. Expenses
SGRA expenses, changed mminly for the reasons nmentioned
di scussion of the six nonths ended June 30, 2000.

Uility Interest Expense and O her |ncone

I nterest expense decreased approximately $4,200,000 and O her

in

particularly increased

above t he

| ncone -

Net increased approxi mately $4,000,000 primarily due to the reasons nentioned

above in the six-nonths-ended di scussi on

- 40-



NONUTI LI TY OPERATI ONS

TELECOVMUNI CATI ONS

REVENUES:
Revenues. . ............ .. .. .. . ..
Earni ngs from unconsol i dated i nvestments
Intersegnent revenues...................

EXPENSES:
Operations and maintenance..............
Sel ling, general, and adnministrative...
Taxes other than incone taxes...........
Depreciation and anortization...........

I NCOVE FROM TELECOVMUNI CATI ONS OPERATI ONS.
COAL:
REVENUES

Revenues. . ... .. . . .
Intersegnment revenues...................

EXPENSES:
Operations and maintenance..............
Selling, general, and adm nistrative. ..
Taxes other than income taxes...........
Depreci ation, depletion, and anortizatio

| NCOVE FROM COAL OPERATIONS.............
| NDEPENDENT POVER:

REVENUES:
Revenues. .. ... .. ..
Earni ngs from unconsol i dated investnents
Intersegment revenues...................

EXPENSES:
Operations and maintenance..............
Selling, general, and adm nistrative. ..
Taxes other than incone taxes...........
Depreciation and anortization...........

| NCOVE FROM | NDEPENDENT POAER OPERATI ONS.

n.............
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Quarter Ended
June 30, June 30,
2000 1999

(Thousands of Dol | ars)

$ 28,513 $ 21,354
(867) 677
419 126
28, 065 22,157
14, 825 9, 382
4, 684 2, 888
222 385

3, 166 2,109
22,897 14, 764
5, 168 7,393
47, 486 48, 779
2,102 9, 836
49, 588 58, 615
33, 066 36, 530
4,996 4,740
5,128 6, 657
1,797 1,799
44, 987 49, 726
4,601 8, 889
15, 932 18, 734
38, 209 4,131
64 425

54, 205 23, 290
15, 678 16, 177
1, 661 981
511 456
799 784
18, 649 18, 398
$ 35,556 $ 4,892




NONUTI LI TY OPERATI ONS (conti nued)

O L AND NATURAL GAS

REVENUES

REeVENUES. . .
Intersegment revenuUeS. .. ...t

EXPENSES:

Qperations and maintenance. ...............c.coiiuen...
Selling, general, and administrative..................
Taxes other than inconme taxes.........................

Depreci ation, depletion, and anortizatio

n.....

I NCOVME FROM O L AND NATURAL GAS CPERATI ONS. . ..

OTHER OPERATI ONS:

REVENUES:

REVENUES. . . .
Intersegnent revenuUEeS. . .. ...t

EXPENSES:

Operations and maintenance. ........... ... ...,
Selling, general, and adnministrative..................
Taxes other than inconme taxes.........................
Depreciation and anortization.........................

| NCOME (LOSS) FROM OTHER OPERATIONS. ..................

| NTEREST EXPENSE AND OTHER | NCOVE

LNt er St . .
O her iNnCOME — Net ... .. e

I NCOME BEFORE I NCOVE TAXES. . .. ... e

INCOVE TAXES. . . o

NONUTI LI TY NET | NCOVE AVAI LABLE FOR COMVON
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Quarter Ended
June 30, June 30,
2000 1999

(Thousands of Dol | ars)

$ 82, 275 $ 76, 745
4, 360 3,912
86, 635 80, 657
64, 417 66, 116
5,267 4,732
1, 601 1, 553
6, 717 5, 954
78, 002 78, 355
8, 633 2,302
(1, 215) 11, 247
471 561
(744) 11, 808
(3, 628) 11, 456
1, 205 (297)
568 299

1, 079 1,172
(776) 12,630
32 (822)

554 1, 255
(2, 947) (4, 418)
(2,393) (3,163)
56, 383 25, 817
18, 911 7,503
$ 37, 472 $ 18, 314




NONUTI LI TY OPERATI ONS
Tel ecomuni cati ons Operati ons

For the quarter, income fromour teleconmunications operations decreased
approxi mately $2, 200, 000 conpared with second quarter 1999, chiefly because of
t he reasons nmentioned above in the discussion of the six nonths ended June 30,
2000.

Revenues: Excl udi ng earni ngs from unconsol i dated investnents, revenues
i ncreased approxi mately $7,500, 000, or 35 percent, principally for the reasons
nmentioned above in the year-to-date discussion. The increase in operating
revenues consists of several elenents: network-services revenues (increasing
approxi mat el y $5, 200, 000) ; swi t ched- servi ces revenues (i ncreasing
approxi mately $100,000); and revenues related to the PCS joint venture
mentioned above in the results of the six nonths ended June 30, 2000
(i ncreasing approxi mately $4,500,000). A decrease of approxi mately $2, 800, 000
in equi pment revenues partially offset these increases.

Earni ngs from unconsolidated investnents were approximately $1,500, 000
| ower conpared with the sane period in 1999. This decrease was the result of
Touch Anerica’'s anticipated |osses of approximtely $800,000 related to its
equity investnment in the Mnnesota PCS, LP joint venture and | ower incone from
dark-fi ber transactions of approximtely $1,100,000, primarily resulting from
the FTV Conmunications LLC joint venture. These decreases were sonewhat
of fset by the receipt of net earnings fromother joint ventures in which Touch
Anerica owns interests.

Expenses: Qperations and naintenance expenses and SGEA expenses
increased a total of approximtely $7,200,000, attributable chiefly to the
conbi nati on of expenses mentioned above in the year-to-date discussion. Taxes
other than incone taxes decreased approxinmately $200,000, despite increased
property taxes representing expansion of Touch America' s fiber-optic network,
as aresult of a revision in our state property tax assessed values for 2000.
Depreciation and anortization expense increased approxinmately $1,100, 000
because of increased plant in service.

Coal Qperations

Inconme from our coal operations for the quarter ended June 30, 2000,
decreased approximately $4,300,000 when conpared with the second quarter of
1999.

Revenues: Both of our <coal operations experienced |ower overal
revenues. Western Energy’s revenues decreased approxi mately $6, 200,000 due to
a 26 percent decrease in tons sold to the Colstrip Units, as a result of
schedul ed nmi ntenance and unpl anned outages at the generating plants, and a
7 percent decrease in average revenue per ton sold. These reduced sales to
the Colstrip Units were partially offset by sales to a mdwestern utility that
began in the first quarter of 2000. Nort hwestern Resources’ revenues
decreased approxi mately $2,800,000 as an 18 percent decrease in tons sold, due
to scheduled maintenance at Reliant Energy's generating plants, nore than
of fset an 8 percent increase in average revenue per ton. Average revenue per
ton increased for the same reasons discussed in the six-nonths-ended section
above. The petroleum coke sales discussed in the six-nonths-ended section
sonewhat nitigated the decreased coal revenues.

Expenses: Operations and mai nt enance expenses decreased approxi mately
$3,500,000 with lower volumes sold reducing royalties, reclanmation, and
contract stripping costs. These decreases were partially offset by increased
mai nt enance expenses. Taxes other than incone taxes al so decreased, primarily
as a result of the decreased revenues at the Rosebud M ne.
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| ndependent Power Operations

Inconme from our independent power operations increased approximately
$30, 700, 000 conpared with the same period of a year ago.

Revenues: Excl udi ng earni ngs from unconsol i dated investnents, revenues
decreased approximately $3,200,000 nmainly because of the effects of the
December 1999 agreenent with the LADWP discussed above in the year-to-date
results. Earnings from unconsolidated investnents increased approxinmately
$34, 100,000 primarily due to Continental Energy’'s pretax gain resulting from
the sale of its equity interest in the Brazos project, as discussed above in
the year-to-date results.

Expenses: SGRA expenses increased approximately $700,000 principally
due to the reasons nentioned above in the discussion of the six nmonths ended
June 30, 2000.

Q1| and Natural Gas Qperations

Incone from our oil and natural gas operations increased approxinately
$6, 300, 000 versus second quarter of 1999.

Revenues: The foll owi ng table shows changes fromthe previous year, in
mllions of dollars, in the various classifications of revenues and the
rel ated percentage changes in volunes sold and prices received:

al -revenue $ 2
-vol une 7 %
-price/ bbl 87 %
Nat ural Gas -revenue $ (4)
-vol unme (22) %
-pricel/ Mcf 21 %
Nat ural gas |iquids -revenue $ 7
-vol une 42 %
-price/ bbl 68 %
M scel | aneous $ 1

The above revenue changes were a result of the sane factors discussed in
the six-nonths-ended section above. However, the shift in natural gas trading
activities in Canada nore than offset the effects of higher natural gas prices
and resulted in | ower natural gas revenues.

Expenses: Qperations and rmaintenance expenses decreased nearly
$1, 700,000 as the decreased natural gas purchases in Canada nore than offset
the effect of higher natural gas prices. This decrease was partially offset
by higher royalty expense due to the increased value of production from our
reserves. Depreci ation, depletion, and anortization expenses were nearly
$800, 000 hi gher because of increased oil and natural gas production from owned
reserves.

O her Operations

Revenues and expenses of other operations decreased primarily because of
t he reasons nmenti oned above in the six-nmonths-ended di scussi on.

Nonutility Interest Expense and O her |ncone

I nt erest expense decreased approxi mately $700,000 and Ot her Incone — Net
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decreased approxi mately $1,500,000 nainly for the same reasons nentioned above
in the six-nonths-ended di scussion

LI QUIDI TY AND CAPI TAL RESOURCES
Qperating Activities --

Net cash used for operating activities was $42,131,000 for the six
nonths ended June 30, 2000, conpared with net cash provided by operating
activities of $209,636,000 in the first six nonths of 1999. The current-year
decrease of $251,767,000 was attributable mainly to the $257,000,000
prepaynent received in January 1999 from a Touch America custoner. Cash from
t he prepaynent was used to reduce long-term debt and short-term borrow ng and
pay taxes on the prepayment and the gain resulting from the sale of our
el ectric generating assets.

I nvesting Activities --

Net cash used for investing activities was $248,333,000 for the six
nont hs ended June 30, 2000, conpared with $69,213,000 in the first six nonths
of 1999. The current-year increase of $179, 120,000 was attributable mainly to
an increase in capital expenditures by our teleconmunications operations,
partially offset by a decrease in capital expenditures by the utility
operations and a current-year increase in proceeds received from property
sal es and investnents.

For information regarding Touch Anerica’ s investnents, refer to Note 5,
“Conmitnents.” We expect our source of funds for these investnents wll be
generated internally or borrowed from third parties. For information
regarding Touch America's capital expenditures related to the Qnest
properties, refer to Note 10, “Acquisition of Properties from Qwest.”

Fi nancing Activities --

Net cash used for financing activities was $250,667,000 for the six
nont hs ended June 30, 2000, conpared w th $150,539,000 in the first six nonths
of 1999.

On January 3, 2000, we nade a paynent of approximtely $10, 200,000 for
our share of the costs associated with the Kerr mtigation plan (Plan). This
amount represented our final liability for costs under the Plan through the
December 17, 1999, sale date of the electric generating assets.

Two issues of Medium Term Notes (MINs) were retired prior to maturity in
January of 2000. On January 13, 2000, we retired $5,000,000 of 7.25 percent
Series A Secured MINs due January 19, 2024. On January 14, 2000, we retired
$7,000, 000 of 8.68 percent Series A Unsecured MINs due February 7, 2022.

W retired at maturity $10, 000,000 of 8.80 percent Series A Unsecured
MINs on February 22, 2000.

On April 13, 2000, we retired prior to nmaturity $25,000,000 of our
7.5 percent First Mortgage Bonds (Bonds) due April 1, 2001

On April 25, 2000, we offered to purchase any or all of the follow ng
series of our outstanding debt: 8.95 percent Bonds due February 1, 2022;
7.33 percent Secured MINs due April 15, 2025; 8.11 percent Secured MINs due
January 25, 2023; 7.00 percent Bonds due March 1, 2005; and 8.25 percent Bonds
due February 1, 2007. The total anpbunt outstanding for these issues was
$190, 000, 000 as of April 25, 2000. On My 24, 2000, we retired $182, 700, 000
of this amount, as follows:
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- $48, 500, 000 of
- $20, 000, 000 of
- $15, 000, 000 of
- $44, 600, 000 of
- $54, 600, 000 of

.95 percent Bonds due February 1, 2022;

.33 percent Secured Series A MINs due April 15, 2025;
.11 percent Secured Series A MINs due January 25, 2023;
.00 percent Bonds due March 1, 2005; and

. 25 percent Bonds due February 1, 2007.

0 N 00~ o

In addition, we retired at maturity $20, 000,000 of 7.20 percent Series A
Secured MINs on June 1, 2000.

These debt retirements were made from the proceeds received from the
sale of the electric generating assets.

As part of the Tier Il rate filing discussed in Note 1, “Deregul ation,
Regul atory Matters, Sale of Electric Generating Assets, and Proposed
Divestiture of Energy Businesses,” we indicated our intention to retire

approxi mately $266, 000, 000 of debt. The expenses associated with the debt
retirements were estimated at approxi mately $20,000,000. Wth all retirenents
of MINs and Bonds discussed above, the actual amunt of debt retired
(including the retirement in 1999 of $15,000,000 of 7.875 percent Series B
Unsecured MINs due Decenber 23, 2026) was slightly less than $265, 000, 000 and
t he associ ated expenses were approxi mately $9, 300, 000.

Qur consolidated borrowing ability under our Revolving Credit and Term
Loan Agreenments was $158, 928, 000, of which $152, 196, 000 was unused at June 30,
2000. On April 4, 2000, our $100, 000,000 Revolving Credit Agreenent for some
of our nonutility operations term nated with no anmpunts outstanding. W have
entered into a $30, 000,000 Revolving Credit Agreement that expires on June 28,
2001 and a $200,000,000 90-Day Credit Agr eenment for use in our
t el econmuni cati ons operations that expires on Septenber 26, 2000.

Al tana Exploration Ltd., our wholly owned Canadian subsidiary, nade
payments of approxinmately $10,400,000 in United States dollars (approxinately
$15, 300, 000 Canadi an dollars) during the first six months of 2000 pursuant to
its revolving line of credit, resulting in a balance outstanding at
June 30, 2000 of approxi mately $6, 700,000 United States dollars (approxi mately
$10, 000, 000 Canadi an dol | ars).

We al so have short-term borrowing facilities with comercial banks that
provide conmitted and uncommitted lines of credit and the ability to sell
conmer ci al paper.

The Board of Directors periodically reviews our dividend policy to
ensure that our dividend payout and dividend rate are appropriate given our

busi ness plan, strategy, and outl ook. Qur common stock dividend rate is
dependent on our results of operations, financial position, anticipated future
uses of cash, and other factors. |In assessing the dividend policy, the Board

of Directors also evaluates the effect of the sale of our generation assets
and the continued growmh of, and investment in, Touch Anerica. As discussed
nmore fully in Note 1, “Deregulation, Regulatory Matters, Sale of Electric
CGenerating Assets, and Proposed Divestiture of Energy Businesses,” on
March 28, 2000, we announced our decision to separate our telecomunications
busi ness from our energy businesses through stock sales of our energy
busi nesses, with Touch Anerica remaining as the entity through which we wll
continue to conduct our teleconmmunications business. The Board of Directors
will continue to assess and adjust our dividend policy in light of these and
ot her devel opnent s.

For information regarding our authorization to repurchase common stock,
refer to Note 9, “Common Stock.”

SEC RATI O OF EARNI NGS TO FI XED CHARGES
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For the twelve nonths ended June 30, 2000, our ratio of earnings to
fixed charges was 3.74 tines. Fi xed charges include interest, distributions
on preferred securities of a subsidiary trust, the inplicit interest of the
Colstrip Unit No. 4 rentals, and one-third of all other rental paynents.

NEW ACCOUNTI NG PRONOUNCEMENTS

For a discussion of new accounting pronouncenents and how they are
expected to affect us, see Note 13, “New Accounting Pronouncenents.”

| TEM 3. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

Qur energy comodity-producing, trading, and marketing activities and
ot her investnents and agreenments expose us to the market risks associated with
fluctuations in conmodity prices, interest rates, and changes in foreign
currency transl ation rates.

Tradi ng I nstrunents

Because we do not use derivative financial instrunents to hedge agai nst
exposure to fluctuations in interest rates or foreign currency exchange rates,
commodity price risk represents the primary market risk to which our non-
regul ated energy-commodity producing, trading, and marketing operations are
exposed. We discuss the derivative financial instruments that we use to
manage this risk in Note 3, “Derivative Financial Instrunents.”

El ectricity

In June 1998, prior to our August 1998 decision to exit the electric
trading and narketing businesses, MPT&M entered into a derivative financial
transaction, called a “swap,” in conjunction with one of our electric retai
sal es contracts. That swap allows us to receive the difference between a
fixed price and nmarket-index price for electricity when the market price is
less than the fixed price. Wen the market price is nore than a fixed price,
a physical purchase agreenment allows us to receive the difference between the
fixed price and mar ket - i ndex price for electricity. Effective
January 1, 2000, MPT&M transferred these agreements to the electric utility,
and they provide a hedge against a portion of the cost of purchasing
electricity to serve the retail sales contract.

Crude O I, Natural Gas, and Natural Gas Liquids

We have comodity risk-nmanagenment policies and practices to govern the
execution, recording, and reporting of derivative financial instruments and
physi cal transactions associated with the trading and marketing activity of
crude oil, natural gas, and natural gas |iquids engaged in by MPT&M These
policies and practices require MT&M to identify, quantify, and report
commodity risks and to hold regular Ri sk Managenent Conmittee neetings.

Qur Audit Committee established a value-at-risk (VaR) limt to manage
our exposure to potential losses fromtrading activity. MPT&M nust report to
that committee the nunmber of tines it exceeds the established Iimt. MT&M s
VaR limt, including forecasts of affiliate-owned production, is $2, 000, 000.

MPT&M s VaR cal cul ation indicates how nuch MPT&M could lose fromits
tradi ng transacti ons under certain assunptions. Because actual future changes
in markets — prices, volatilities, and correlations — nmay be inconsistent with
hi storical observations, MPT&M s VaR may not accurately reflect the potentia
for future adverse changes in fair values. At June 30, 2000, MPT&M s VaR
cal cul ation for physical and financial crude oil, natural gas, and natural gas
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liquids transactions, including forecasts of affiliate-owned production, was
approxi mately $1, 500, 000.

From April 1, 2000, through the end of the second quarter, MPT&M
reported daily adverse changes in fair values in excess of its $2,000,000 VaR
limt on five occasions. From July 1, 2000, through August 7, 2000, MPT&M
reported no such occasions.

Q her - Than- Tr adi ng Agreenents

Commodity Price Exposure

W are exposed to comodity price risks through our wutility and
nonutility operations. Qur wutility has entered into purchase, sale, and
transportation contracts for electric energy and natural gas. One of these
contracts obligates us to sell electric energy to an industrial custoner at
ternms that include a fixed price for a portion of the power delivered and an
i ndex-based price for another portion through Decenber 2002. For 2003 and
2004, we sell all power to the custoner at an index-based price. Since the
sale of our electric generating assets, we have been supplying our custoner
wi th power purchased through an index-based contract that renains effective
t hrough July 2001. Qur industrial custoner has given us usage estinates that
do not exceed the ampbunt of power that we are commtted to purchase.

We are subject to comodity price risk because the price of power under
t he index-based purchase contract could exceed the fixed price in our sales
contract. Due to uncertainties relating to the supply requirenments of the
contract and uncertainties surrounding various arrangenents that would allow
us to serve the contractual demand, we cannot determine at this tine the
effects that this contract ultinmately nmay have on our consolidated financia
position, results of operation, or cash flows. W have entered into
arrangenents to nitigate the commodity price risk inherent in this contract,
and we continue to examine our options and take steps to nitigate the
commodity price risk resulting fromthis contract.

Qur nonutility has entered into sinmlar kinds of purchase, sale, and
transportation contracts for coal, lignite, natural gas, crude oil, and
natural gas |iquids. Since Decenber 31, 1999, there has been no nmmteria
change in these other instruments or the corresponding commodity price risk
associ ated with these instruments.

Interest Rate Exposure

Qur prinmary interest rate exposure with respect to other-than-trading
instrunents relates to itens that SFAS No. 107, “Disclosures about Fair Val ue
of Financial Instrunments,” defines as “financial instrunents,” which are
instrunents readily convertible to cash. Since Decenber 31, 1999, there has
been no mmterial change in these instrunents or the corresponding interest
rate risk associated with these instruments.

Forei gn Currency Exposure

Qur primary foreign currency exposure results from (1) our Canadian
subsidiaries — Altana Exploration Conmpany and Altana Exploration Ltd. -
exploring for, producing, gathering, processing, transporting, and marketing
crude oil and natural gas in Canada, and (2) MPT&M trading and marketing
natural gas in Canada. (Effective January 1, 2000, we conbined all of the
assets, liabilities, and undertakings of our Canadian subsidiaries, Altana
Exploration Ltd. and Canadian-Montana Gas Conpany Linmted, wth Altana
Expl oration Ltd. surviving.) Since Decenber 31, 1999, there has been no
mat eri al change in these activities or the corresponding foreign currency risk
associated with these activities.
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PART 1| |
OTHER | NFORVATI ON

ITEM 1. Legal Proceedings

Kerr Project

For information regarding the Kerr Project fish, wldlife and habitat
mtigation plan, refer to Note 2, “Contingencies.”

Pal adi n Associ ates, |nc.

On May 4, 2000, the United States District Court for the District of
Mont ana granted notions for sunmary judgnent submitted by us and North Anerican
Resources Conpany (NARCo), a subsidiary of our subsidiary, Entech, Inc.,
chall enging Paladin's antitrust clainms on the grounds that they |lacked nerit as
a matter of |aw The court dismssed Paladin’s antitrust clains. The court
also ordered that Paladin’s pending state clains (alleging breach of
contractual obligation and torts on the part of NARCo and us) be dismssed
without prejudice to the right of Paladin to prosecute those clains in state
court. The court has not yet entered its judgnent, initiating the tinme period
during which Paladin nust appeal, if it elects to appeal. We cannot predict
whet her Paladin will appeal the court’s order regarding the antitrust clains or
whether it will pursue these clains in state court.

TCA Bui | di ng Conpany

On April 26, 2000, TCA appeal ed the summary judgnent entered against it
in Texas district court. The counterclains asserted by our subsidiary, Entech,
Inc., and its subsidiary, Northwestern Resources Co., against TCA have been
abated pending the resolution of the appeal. We cannot predict when this
matter will ultimately be resol ved.

| TEM 4. Subm ssion of Matters to a Vote of Security Hol ders
(a) Qur Annual Meeting of Sharehol ders was held on May 9, 2000.

(b) Security holders elected four persons to our Board of Directors at
our Annual Meeting. The results of the vote were as follows:

Director For Agai nst Abst enti ons
Kay Foster 89, 225, 566 -- 2,377, 388
Carl Lehrkind, 111 89, 310, 330 -- 2,292,624
Deborah D. McWi nney 89, 170, 109 -- 2,435, 228
Jerrold P. Pederson 88, 960, 413 -- 2,642,541

Directors whose term of office as a director continued after the
nmeeting are as foll ows:

Tucker Hart Adans R P. Gannon
Alan F. Cain John R Jester
John G Connors Nobl e E. Vosburg

R D. Corette
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| TEM 6.

(a)

(b)

Exhi bits and Reports on Form 8-K

Exhi bits

Exhibit 12

Exhibit 27

Conputation of ratio of wearnings to fixed
charges for the twelve nonths ended June 30,
2000

Fi nanci al data schedul e

Reports on Form 8-K Filed During the Quarter Ended June 30, 2000.

DATE SUBJECT
April 4, 2000 Item 5. Q her Events. Proposed Divestiture of
Ener gy Busi nesses.
April 25, 2000 Item 7. Exhi bits. Prelimnary Consolidated

Statenents of |Incone for the Quarters Ended
March 31, 2000 and 1999 and for the Twelve
Mont hs Ended Mar ch 31, 2000 and 1999.
Prelimnary UWility Qperations Statenents of
Inconme for the Quarters Ended WMarch 31, 2000
and 1999 and for the Twelve Mnths Ended
March 31, 2000 and 1999. Prelim nary
Nonutility Qperations Statenents of Incone for
the Quarters Ended March 31, 2000 and 1999 and
for the Twelve Mnths Ended March 31, 2000 and
1999.
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S| GNATURES
Pursuant to the requirenents of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
under si gned thereunto duly authorized signatory.
THE MONTANA POAER COVPANY
(Regi strant)

By [/s/ J.P. Pederson

J. P. Pederson
Vi ce Chai rman and Chi ef
Fi nancial O ficer

Dat ed: August 14, 2000
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EXH BI T | NDEX

Exhi bit 12
Conputation of ratio of earnings
to fixed charges for
the twel ve nonths ended June 30, 2000

Exhi bit 27
Fi nanci al data schedul e
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Exhi bit 12
THE MONTANA POVER COVPANY

Conput ati on of Ratio of Earnings to Fixed Charges
(Dol lars in Thousands)

Twel ve Mbnt hs
Ended
June 30, 2000

Net | ncone $ 158, 815
I ncome Taxes 49,139
$ 207,954

Fi xed Char ges:

I nt er est $ 42,716
Anortization of Debt Discount,

Expense, and Premi um $ 1, 064

Rent al s $ 32,196

$ 75,976

Earni ngs Before I nconme Taxes and Fi xed Charges $ 283,930

Rati o of Earnings to Fi xed Charges $ 3.74 x
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